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These five facts add up to a very) 
sound argument for the establish 
ment of trusts and the incorporation 
- of companies in Bermuda. The Bank 
of Bermuda has published an 
interesting booklet on thesubjectand 
will be pleased to send you a copy. 
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WAY where the old tunes still work 
with the snakes, the old methods have lost their charm 
for business. I:'C-T data processing has taken over. 


Overseas, I-:C-T operate in 51 
countries. At home they can offer 
you two priceless advantages. 
First: I-C-T make the widest 
range of data processing equip- 
ment in Britain-—punched cards 
and computers. Second: I:C:-T 
have over fifty years’ experience 
of putting in data processing 
machines for customers as small 


as a 12-man firm or as large as 
the G.P.O. They can planasystem 
to suit your special requirements 
and offer a unique service to back 
the system up. 

For constructive advice about 
data processing that dances to 
your tune, please phone your 
local I-C-T office or write to us 
now. 


I'C:T DATA PROCESSING 
International Computers and Tabulators Limited 


149 PARK LANE, LONDON, W1. OFFICES THROUGHOUT THE U.K. 
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SIR ROBERT HALL 


who retires from his post as Economic Adviser to the Government after 
the coming budget 
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—and go-ahead employers see that staff do eat regularly 
and well. The little extra effort is repaid in many ways — 

in greater alertness, better resistance to stress and strain, 
increased efficiency during the afternoon, and reduced 
sickness and absenteeism. 

Ten thousand concerns thrcughout the country now use the 
national Luncheon Voucher Service, and so ensure that 
their staffs eat well to werk well. In the interests of your staff 
welfare and better business. . . 
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Write for details to: HEAD OFFICE 
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A Financial Notebook 





Exports and the Budget 


THE recent trend of the domestic 
economy seems on the whole to 
join with external considerations in 
arguing for caution in the coming 
budget. Last month’s upheaval in 
the exchange markets has made it 
more than ever important, as our 
opening article demonstrates, to find 
an early cure for the underlying 
weakness of sterling. Priority must 
therefore be given to the export 
drive, and the first precept for the 
budget this year is that it should 
leave the British economy with a 
margin of immediately available pro- 
ductive resources sufficient to cope 
with any conceivably foreseeable 
growth in overseas demand for 
British goods—and then with a 
little margin beyond that, to ensure 
that Britain’s manufacturers and 
traders do really seize whatever 
opportunities arise. 

The extent of the available margin 
will generally be more a matter of 
subjective judgment than of statis- 
tical measurement; but, however the 
Chancellor judges it, he will cer- 
tainly find it rather narrower now 
than seemed likely a few months 
ago. ‘Thanks largely, no doubt, to 
the mild weather, the seasonal dip 
in activity this year seems to have 
been smaller than usual, and the 
spring upturn, notably in the im- 
portant motor industry, came earlier 
and has gone faster than even the 
most optimistic had expected. In- 
stead of the sharp dose of unem- 
ployment that some had predicted, 
the number of workers unemployed 


in Great Britain—excluding school- 
leavers—rose in the three months 
to mid-March by a mere 800 on 
balance, whereas the normal in- 
crease at this season is over 23,000. 
Thus the unemployment ratio at 
mid-March was down to 1.6 per 
cent, compared with 1.9 per cent 
twelve months previously. Indus- 
trial production, admittedly, eased 
slightly in January, even after allow- 
ing for seasonal factors; at 119, the 
index reverted to its November level, 
after 120 in December (1954=100), 
but there is reason to believe that 
this will prove to have been its lowest 
point. In retail trade as well as in 
the motor industry there are signs 
of an upturn, and the expansion of 
productive investment seems to be 
growing even more vigorously than 
had been estimated. 


Relief from Stock-building ? 


The one important divergence to 
be expected from the pattern of 
generally increasing demand comes 
from stock-building. In defiance of 
many forecasts, the addition to 
stocks and work-in-progress in the 
fourth quarter of 1960 reached a 
new peak: the seasonally-adjusted 
increase, valued at 1954 prices, was 
no less than £170 millions, making 
the huge total of £556 millions for 
the year—almost five times as much 
as in 1959 and double the high rate 
attained in 1957. In manufacturing 
industry 43 per cent of the increase 
comprised finished goods (especially 
engineering goods, including cars). 
It is not conceivable that stock- 
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building can continue at such a rate 
through 1961. ‘The expected slacken- 
ing, possibly under way already, 
should not only ease the import bill 
but also help to provide the margin 
of domestic resources available for 
export. But the Chancellor would 
be wise not to make this possibility 
a justification for softer budgeting. 


Exit South Africa 


South Africa’s decision, when con- 
fronted with the full force of the 
Commonwealth premiers’ abhor- 
rence of its racial policies, to trek 
out of the Commonwealth seems, in 
retrospect, the logical outcome of 
the fierce passions generated in the 
past year. After nearly three days of 
wrangling Dr Verwoerd withdrew 
his application for continued mem- 
bership. Regretfully, South Africa 
will leave the Commonwealth when 
it becomes a republic on May 31. 

The ideological and political con- 
sequences of that decision are likely 
to be more significant than the 
practical consequences. Indeed, in 
many respects it appears that South 
Africa’s links with the Common- 
wealth and with London in particular 
will scarcely be impaired. Dr Ver- 
woerd has said that South Africa 
will retain its link with sterling; the 
marketing of the Union’s gold will 
doubtless still be effected mainly in 
London. Moreover, it appears that 
trade relations with Britain and 
other members will be largely un- 
affected. South Africa itself has 
argued that the preference it receives 
and accords under the Ottawa agree- 
ments stem from bilateral agreements 
with individual Commonwealth 
countries and thus are not affected 
by its decision to leave the Com- 
monwealth. Certainly, there seems 
to be no precedent that suggests that 
preferences are automatically voided 
by departure from the Common- 
wealth—though Australian wine and 





fruit growers (for instance) may 
challenge South Africa’s assertion. 
Far more blurred is the future status 
of South African Government stocks, 
which in the past have, of course, 


enjoyed trustee status. Plainly, 
future issues will not be trustee 
securities; but the status of existing 
issues is less clear. 

Economically, the main impact of 
the secession is likely to be on the 
Union’s economy itself. In par- 
ticular, largely by raising fears of 
more rigorous repression, it may 
severely increase South Africa’s diff- 
culties in securing the inflow of 
capital to which the future expansion 
of its economy is geared. Indeed, in 
the immediate future, the outflow 
of capital that has been proceeding 
since Sharpeville may be accelerated. 


Gold Tide Turns 


The gold return for February, 
issued two days before the revalua- 
tion of the D-mark, confirmed that 
the inflow of foreign funds to Lon- 
don, which had kept the reserves 
rising in the previous twelve months, 
had been reversed. The gold re- 
serves, it was revealed, fell by some 
$50 millions between end-January 
and end-February; as there were 
some signs that money was still flow- 
ing to London in the first half of 
the month, the actual loss of gold 
in the second half may have been 
rather heavier than the monthly 
figure suggests. The speculative 
pressure on sterling unleashed by the 
revaluation of the D-mark (discussed 
in our opening article) thus occurred 
at a moment when the tide of 
international payments had turned 
against London. 

Happily, the trade figures for 
February seemed to confirm the im- 
provement indicated by those for the 
two preceding months. Seasonally 
adjusted, exports (at £307 mil- 
lions) were some {11 millions lower 
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than in January, but imports fell 
by £15 millions from the January 
level of £398 millions (itself revised 
downwards by £3 millions from the 
provisional estimate). Allowing for 
a fall of £1 million in re-exports the 
trade gap narrowed from £68 mil- 
lions to £65 millions. Taking the 
three months December-February 
together, exports were nearly 54 per 
cent higher than in September- 
November (thanks partly to the dis- 
torting effect of last autumn’s strike 
at London docks) while imports were 
1 per cent lower. 


Markets—(Some) New Highs 


Cheered by the strength of Wall 
Street, the revaluation of the D-mark, 
the recovery in the motor industry 
and the narrowing of the trade gap, 
equities moved briskly ahead last 
month. By the middle of the month 
many indices of share prices were 
scaling new peaks; the Financial 
Times index, however, just failed— 
by a bare 0.6 point on March 21— 
to break through its all-time peak 
of 342.9. 

The main power behind the rise 
in equities was again provided by a 
host of small buyers, whose orders 
impinged on a market short of 
good-class stock. The bigger insti- 
tutions still seemed to be standing 
on the sidelines of the equity market 
—digesting, no doubt, the issues of 
£85 millions of steel prior charges 
at the beginning of March; these 
issues brought subscriptions totalling 
£136 millions. | Two interesting 
glimpses of the investment policies 
of big insurance companies last year 
were afforded recently when it was 
revealed that Equity & Law Life 
had increased its gilt-edged port- 
folio by £7,100,000 last year but its 
equity portfolio by only £400,000, 
and that the Scottish Widow’s Fund 
had put £12 millions of new money 
into gilts but none into equities. 


Not surprisingly, South Africa’s 
decision to leave the Commonwealth 
led to a sharp marking-down of 
Kafhrs. By March 24 the FT gold 
mines index had fallen to 65.7— 
making a total decline of just on 20 
per cent since mid-January. This fall 
almost entirely eliminated the gains 
made towards the end of last year 
when pressures on the dollar raised 
hopes of an increase in the gold price. 


Liquidity at the Bottom 


The clearing banks must hope 
that their make-up for mid-March 
will indeed prove to have been the 
point of maximum strain on their 
liquidity, as on seasonal grounds it 
should be. At that date, in spite of 
substantial sales of investments dur- 
ing the preceding four weeks, the 
average liquidity ratio for the banks 
as a whole was only 0.4 per cent 
above the working minimum of 
30 per cent and three banks were 
below it—the Midland at 29.5 per 
cent, Martins at 29.7 per cent and 
National Provincial at 29.8 per cent. 
Net advances rose by £50 millions, 
in spite of repayments of £10 mil- 
lions by State boards, so that private- 
sector advances rose a little more 
than seasonally, though by less than 
in the corresponding period of either 
1960 or 1959. The sales of gilt- 
edged were the largest since last 
April, at just over {£50 millions, 
most of which was attributable to 
three banks—the Midland 19.7 
millions, Barclays £15 millions, Na- 
tional Provincial £10 millions. Net 
deposits dropped by £72 millions— 
once again a significantly smaller 
decline than occurred last year. 


Deposits’ Small Decline 


In the four weeks to February 15, 
as the accompanying table shows, 
net deposits had dropped by £183 
millions, or by substantially less 
than the customary movement at 
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the height of the tax-gathering sea- 
son—a difference that was probably 
mainly attributable to the release of 
the Ford moneys early in the period. 
The seasonally-corrected index com- 
piled by Lloyds Bank rose for the 
third successive month, by a full 
point to 112.2 (1954=100). The 


rise in net advances over the month, 


by £43 millions, was_ relatively 
Feb 15, Change on 
1961 Month’ Year 
{mn - {mn {mn 
Deposits.. 7245.0 -179.5 +103.0 
““Net”’Dep* 6768.8 —-183.3 + 82.4 
Liquid AY 

Assets 2252.3 (31.1) -—203.3 -— 43.4 
Cash .. 598.4 (8.3) - 2.1 4+ £68 
Call money 559.3 (7.7) - 16.1 — 11.3 
Treas bills 897.6(12.4) -217.9 —- 91.2 
Other bills 197.1 (2.7) + 32.8 + 52.3 
Special Dep 147.2 (2.0) - 0.7 +4147.2 
6é Risk 9? 

Assets 4660.3 (64.3) + 27.4 -— 7.1 
Investments 1237.7 (17.1) - 17.9 -—380.3 
Advances... 3422.6 (47.2) + 45.3 +373.2 

State Bds 71.9 + 83 + 7.9 
3350.7 + 37.0 +365.3 
Allother{ 333724 4+ 34.9 +3624 


* Excluding balances in course of collection 
and items in transit. 

+ Ratio of assets to gross deposits. 

¢ Excluding items in transit. 


moderate, and barely half the amount 
of the rise experienced at this season 
in the two preceding years. The 
liquidity ratio, however, declined 
more sharply than had been ex- 
pected: in spite of the reinforcement 
secured by the Ford operation and 
from the transfer of “ refinance- 
able’’ export advances to liquid 
assets, their totals dropped by £203 
millions (compared with a decline 
of £245 millions in February, 1960), 
and the liquidity ratio was down by 
two full points, at 31.1 per cent. 
Sales of investments, however, had 
amounted to only {18 millions. 


£4,436m Sterling Holdings 


Some indication of the inflow of 
foreign funds in 1960 is given by the 
latest figures of overseas holdings of 
sterling—which reached the massive 





total of £4,436 millions at Decem- 
ber 31 last, a level exceeded only at 


end-June, 1951. This represented 
an increase of some {£224 millions 
during the year ({89 millions of it 
occurring in the fourth quarter), 
which exceeded by a considerable 
margin the rise of £177 millions 
(£44 millions in the fourth quarter) 
recorded in the gold reserves. The 
substantial rise in total overseas 
sterling holdings last year is the 
more remarkable in view of the fact 
that sterling countries were drawing 
heavily on their London balances to 
meet the deterioration in their ex- 
ternal payments; moreover, Britain 
made substantial repayments of debt 
to the International Monetary Fund. 
Countries in the overseas sterling 
area drew down their balances by 
£97 millions in the final quarter of 
last year, to £2,480 millions, making 
a total decline of £224 millions for 
the year. Moreover, Britain’s debt 
repayments to the IMF reduced the 
sterling holdings of international 
institutions by £156 millions to 
£549 millions over the year. 


These declines, however, were far 
more than offset by a jump of £604 
millions—to {£1,407 millions, an all- 
time peak—in the holdings of non- 
sterling countries. The rise in the 
fourth quarter alone totalled £241 
millions. Some £131 millions of this 
increase (both for the full year and 
for the fourth quarter) was, however, 
simply a reflection of the temporary 
depositing of the US Ford money 
prior to its being paid out to share- 
holders of British Ford. Allowing 
for this extraneous item (which was 
eliminated when the money was paid 
out in mid-January), the rise in the 
holdings of non-sterling countries 
totalled £110 millions in the fourth 
quarter and £473 millions in the 
full year. Continental countries in- 
creased their holdings by £312 mil- 
lions to £699 millions in the year 
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(£67 millions of the increase occur- 
ring in the fourth quarter); North 
American holdings—excluding Ford 
—rose by £112 millions (£39 mil- 
lions in the fourth quarter); Latin 
American holdings by £53 millions 
(£5 millions); the holdings of other 
non-sterling countries fell by {£4 
millions (£1 million of the decline 
occurring in the fourth quarter). 


Big Jump in “ Outside ”’ 
Bank Lendings 


A striking increase in lendings by 
banks other than the clearing and 
Scottish banks provided a rather 
unexpected feature of the quarterly 
analysis of advances made in Great 
Britain by all members of the 
British Bankers’ Association in the 
three months to last February. 
Total advances rose during the 
quarter by £147 millions, to the new 
peak of £3,717 millions, but only 
two-thirds of this movement was 
attributable to the clearing banks 
(whose advances rose by £98 mil- 
lions)* and Scottish banks (whose 





*'The disparity between this figure and 
the £65 millions increase shown by the 
monthly figures of the clearing banks reflects 
the transfer of the business of Lloyds’ 
eastern branches to the National & Grind- 
lays Bank; advances outside Great Britain 
are not included in the BBA statement. 


advances, as shown by the monthly 
statements, rose by only £3 millions) 
despite the fact that these two groups 
are responsible for 96 per cent of 
the total loans outstanding. 
Lendings by other banks—mainly 
the British overseas banks and Irish 
banks—thus rose during the quarter 
from {102 millions to £149 millions, 
although over the preceding nine 
months they had shown no net 
change. The true increase in clear- 
ing bank advances over the quarter 
(and also that in BBA advances as a 
whole) was, however, some {20-30 
millions larger than the return shows, 
because of the exclusion, in Febru- 
ary, of the liquid portion of the 
export advances eligible for “ re- 
financing ” at the Bank of England. 
Allowing for this, the rise in total 
BBA lendings was rather more than 
seasonal—though still substantially 
less than the record increases, of not 
far short of £250 millions each, that 
occurred in the corresponding quar- 
ters of the two preceding years, 
during the big boom in lendings. 
As will be seen from our detailed 
table on page 297, the weight of the 
additional lendings continued to be 
directed towards heavy industry 
rather than towards the groups 
reflecting personal and consumer 
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demand. More than one-third went 
into the big engineering group, 
whose borrowings increased by £56 
millions, compared with £35 millions 
in the preceding quarter. Ship- 
building absorbed an additional {7 
millions, the iron and steel trades 
£5 millions, the chemical industry 
£4 millions, the four textile groups 
£14 millions, and the two building 
trade groups {13 millions. Reflect- 
ing, no doubt, the growth of stocks, 
the retail trade group expanded 
further, by {£7 millions, and now 
stands at no less than £370 millions, 
an increase of £31 millions on the 
year. Advances to the food, drink 
and tobacco group increased by {22 
millions. On the other hand, the 
borrowings of hire-purchase finance 
companies declined a little further, 
by £3 millions to £134 millions. 
Personal and professional loans rose 
by £9 millions, roughly making up 
the previous quarter’s decline, but 
their rise at this tax-paying period 
was much less than in the previous 
years. 


Encouraging the Ladies 


The Midland Bank’s announce- 
ment last month that it is to intro- 
duce a “proficiency grade” for 
women is interesting to more than 
its potential beneficiaries. For the 
scheme is a novel halfway house to 
the full rigours of the equal pay rule, 
which, as last year’s Clerical Salaries 
analysis indicated, does not seem to 
be making nearly as much headway 
as might have been expected when 
the Government adopted it. 

Women of 24 and over who have 
five years’ service with the bank and 
have passed Part I of the Institute 
of Bankers’ examination are eligible 
for entry into the new grade if they 
have the ability and desire to take 
over the full range of men’s work; a 
selection panel will decide whether 
the ability is present. Equal pay— 


and equal opportunity—for all ap- 
pointments will follow entry. 

The title of the new category is 
perhaps unfortunate—many women 
machine operators are proficient in 
their restricted duties—and feminists 
will not be slow to see the dis- 
crimination implicit in the condi- 


’ tions of entry: no similar conditions 


are imposed on men before they go 
on to the top of their scale, which 
at 30 gives them more than £200 
over the women’s. But the move is 
to be welcomed for the formal en- 
couragement it should give to the 
outstanding woman. When Barclays, 
two years ago, appointed Britain’s 
first’ woman bank manager, and 
accepted the principle of equal pay 
for the appointment, press comment 
included some speculation about the 
pace at which the new idea would 
spread. Lloyds Bank has since ap- 
pointed a women to a specialist post 
in its Trustee Department. But 
bank women are a long way, still, 
from Civil Service equality. It will 
be most interesting to know, in due 
course, how recruiting to the new 
grade goes, and, even more, whether 
the introduction of the grade has 
any effect on the type of girl the 
bank finds it possible to attract to 
its service. Probably not; that divi- 
dend is likely to be reserved for the 
first bank that goes the whole hog. 


New Tax Certificates 


The Treasury last month launched 
a new drive to popularize tax reserve 
certificates—and thus spread the 
flow of revenue to the Exchequer 
more evenly over the year. It an- 
nounced the introduction of a new 
series of certificates (the ninth) 
offered in units of £5, instead of £25 
as formerly and not requiring the 
holder’s signature before being ten- 
dered in payment of tax (unless a 
balance of £5 or more is to be 
repaid by cheque). 


230 








Sterling after the 
Storm 


HE revaluation of the Deutschemark that caught the world 

unawares on March 4 was the first major shake-up of inter- 

national exchange rates since 1949, and it precipitated a torrent 

of speculative activity as violent as the present generation of 
exchange dealers can remember. A move long hoped for as a contribution 
to long-run equilibrium in world payments, and especially as the means of 
easing the pressure of a chronically strong D-mark upon sterling and the 
dollar, had as its first effects the plunging of the exchange markets into 
chaos and the starting of a major run on those two currencies. From this 
sorry experience, however, some highly important lessons are being learned. 
The Bank of England, by its striking success in repelling the attack on the 
pound, has demonstrated afresh the cardinal importance of acting boldly 
and decisively at such a moment. The European central bankers, having 
witnessed for the second time in six months the dangers of a failure in 
international co-operation—the first occasion was, of course, the break- 
away in the gold market—are now determined that it must not happen 
again, and are concerting measures to support this resolve. And govern- 
ments as well as monetary authorities are facing with a new sense of 
urgency the efforts to devise longer-run correctives for the fundamental 
disequilibrium that underlies these dislocating movements of short-term 
funds. This article first traces the impact of the D-mark move on 
the exchange markets, and the reactions of the central bankers; it then 
examines the reasons for Germany’s decision, and the need for supporting 
action; finally, it looks at the implications of these events for sterling—both 
in the short run and in the light of the international drive for a better 
balance in world payments. 


I—The Exchange Turmoil 


Now that the dust is settling in the exchange markets it can be seen 
that some of the damage will not be quickly made good. In spite of the 
pull of the D-mark and the growing strains on the dollar, international 
banking habits had in recent years increasingly reflected an underlying 
confidence in the stability of the pattern of rates. Any realignment of a 
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major currency was bound to shake that confidence; but the circumstances 
of the D-mark revaluation have shaken it much more than was necessary. 
Especially where the realignment is regarded as helping to reduce a funda- 
mental imbalance in world payments, a prior confidential intimation to 
other leading monetary authorities is surely not only desirable in principle 
but also necessary to the main objective—as the prerequisite of any adequate 
effort to prevent excessive speculative flows of funds. 

The German authorities, it seems, had not realized this. On March 4 
the first intimation in the London market that anything was afoot came 
from the news that dealings in exchanges had been suspended in West 
Germany by Government order. The official announcement of revaluation 
was not made until long after the London market closed; and when it 
opened on the Monday the range of dealing rates had still to be com- 
municated from Germany. Meanwhile, the Dutch cabinet, after almost 
non-stop discussions throughout the week-end, had decided by the early 
hours of Monday to follow suit—with effect on March 7, so that no dealings 
were possible on Monday. 

This conjuncture could scarcely have been better calculated to cause 
confusion in dealings and touch off massive speculative flows of funds. 
On the one hand, both the fact that Holland had followed Germany, and 


THE NEW PARITIES 





OLD NEW 
> £ $ 

D-mark: 

Parity... a ia Sie 4.20 11.20 4.00 

Effective limits .s 11 .59-11 .92 4 .17-4.23 11 .04—11 .36 3 .97-4.03 
Guilder: 

Parity. . ‘i a 10 .64 3.80 10.14 .62 

Effective limits re 10 .48-10 .80 3 .77-3 .83 9 .99-10 .29 3 .59-3 .65 


the demonstration that there had been no proper co-operation internationally, 
seemed to heighten the possibility that other revaluations of European 
currencies were still to come. Speculators promptly identified the Swiss 
franc and the lira as the most likely ones, but rumour fastened also on the 
Belgian franc, the French franc and the Austrian schilling. On the other 
hand, the fact that the value of the D-mark had been raised by no more 
than 5 per cent,* which everyone promptly agreed was much less than the 
extent of its former undervaluation in terms of the dollar and sterling, was 
held to imply that those two currencies were being expected to contribute 
the “ other half”’ to the necessary adjustment—by shifting their parities 
by 5 per cent (or more) in the opposite direction. Alternatively, according 
to an even more naive supposition, the German authorities were themselves 
prepared to make a further upvaluation at a later stage. 

In these chaotic conditions a huge strain was thrown upon sterling and, 
to a slightly less extent, on the dollar—partly because of direct speculative 
attack and the closing of open positions, and partly because European 








* The upvaluation was widely reported as 4.76 per cent. ‘That, however, is merely the 
percentage reduction in the D-mark parity quotation of the dollar. The value of the D-mark 
has been raised from 23.8 to 25 US cents, or by just over 5 per cent. 
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holdings of these currencies were extensively used as the vehicle for specu- 
lative purchases of Swiss francs, lire and D-marks. All the principal 
exchanges swung heavily against sterling, but, thanks to the firm front 
presented by the Bank of England the movement was checked well before 
any of them had reached the lower limit of its range. The sterling- 
dollar rate, reflecting the strong recovery of the dollar in the early weeks 
of the Kennedy administration, had already been standing perceptibly 
below par. ‘The effect of the D-mark shock was to drive it down from 
$2.792 to just under $2.794; but at this level the Bank of England absorbed 
all offerings of sterling, and the sheer scale of its operations made it clear 
that this was the line on which it was determined to stand. 

The run on the dollar had its most spectacular impact on the Swiss 
market, but in this instance, too, the depreciation was arrested before the 
bottom was reached. The Swiss National Bank promptly made it clear 
that it was prepared to absorb dollars without limit at SwFrs 4.314; and 
in the ensuing ten days its reserves rose by the equivalent of $285 millions. 
In terms of other European currencies, however, the dollar did reach its 
lower support point—and, most significantly of all, it reached the new 
lower limit of DM 3.97 operative in Frankfurt. The first post-revaluation 
return from the Bundesbank, made up to March 7, indicated a net intake 
equivalent to $120 millions (after the book loss of about DM 1,500 millions 
as a result of revaluation, the total reserves declined over the week by just 
under DM 1,000 millions); and a further $207 millions was gained in the 
following week. 

In this overcharged atmosphere, a procession of denials of any intention 
to follow the D-mark and guilder came during the Monday from finance 
ministers or other official spokesmen of six European countries—Switzer- 
land, Italy, France, Belgium, Austria and Denmark. These reassurances, 
combined with the forthright dealing tactics of the Bank of England, had 
at first a markedly quieting effect, notably on the pressure against sterling. 
But on the Wednesday the speculative fever mounted fast to a new intensity, 
after fresh rumours from Frankfurt of an impending devaluation of sterling 
and renewed discussion of a second revaluation of the D-mark. 


Bank of England Counter-attack 


In the face of this new attack, the British authorities resorted forthwith 
to still bolder tactics. On the Wednesday afternoon Mr Selwyn Lloyd 
“categorically repeated” in Parliament that there was no intention to 
devalue the pound and declared that the Government did not consider it 
to be overvalued in terms of other currencies. Simultaneously, the Bank 
of England launched a vigorous counter-attack on the speculators. Not 
content with absorbing all offerings of sterling at its chosen line of defence, 
it started actually to offer dollars to the market, with the result that the 
sterling-dollar rate was abruptly forced up, closing that day at $2.798, to 
the discomfiture of the.bears. These bold and well-timed tactics marked 
the end of the main assault on sterling. In the ensuing few days the 
technical rebound and the need for cover drove borrowers’ offering rates 
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for one-month Euro-sterling in Paris up to 7 per cent, and the sterling- 
dollar spot rate in London rose almost to par—to a higher point than 
before the attack began. By the end of the week sterling was thought to 
be self-supporting again; but the cost to Britain’s reserves had been large 
—being generally estimated at not far short of £100 millions. 

Then, early in the second week, this quieting of the speculative fever 
was consolidated by the first overt act of central banking co-operation. 
The governors of eight European central banks—those of Britain, Ger- 
many, France, Italy, Belgium, Holland, Switzerland and Sweden—having 
assembled at Basle during the week-end for the customary meeting of the 
Bank for International Settlements, took the unprecedented course of 
issuing a communiqué recording that they were “ satisfied’’ that the 
rumours circulating during the previous week of further currency adjust- 
ments “‘ have no foundation”’. They added, too, that they wished it to 
be known that “the central banks concerned are co-operating closely in 
the exchange markets ”—but it was not for some days that the markets 
came to understand that some new arrangements for co-operation had been 
entered into. Although no details have been disclosed, it is now clear 
that the several banks are prepared to co-operate in defeating short-term 
pressures of the kind caused by the D-mark move, notably by refraining 
from immediately converting into gold their resultant acquisitions of foreign 
exchange. This informal co-operation for the maintenance of good order 
in the exchange markets for the principal European currencies—it does 
not, it should be noted, extend to the dollar—can be presumed to be subject 
to limits, both as to time and amount, on the accumulation of exchange 
balances. But the arrangements are regarded as adequate to deal with any 
pressures likely to arise in the immediate future. 

Thanks very largely to this evidence of co-operation, a much more 
settled atmosphere has been developing in the markets since about the 
middle of the month. Sterling has been maintained well above its lower 
support points—though still somewhat below parity—in terms of all the 


HOW THE EXCHANGES TOOK THE STRAIN 


LONDON CLOSING SPOT RATES 
Effective Dealing 
Limi 





imits March 3 March 6 March 8 March 9 March 21 
US dollar 2.78-— 2.82 2.798 2.79 ¥% 2.798 2.79} 2.79# 
W Ger DM .. 11.04-11.36 11.653 11.14} 11.094 11.104 11.11 
Dutch fi 9.99-10.29 10.62 ot 10 08} 10.084 10.053 
French fr 13 .622—14.027 13.70} 13.684 13.70 13.71} 13.71} 
Swiss fr 11.94~-12.543 12.11} 12.04 12.07 12.073 12.09 
Belg fr 137 .96—142 .05 139.70 139.45 139.45 139.40 139.47} 
Ital lire 1,725-1,775 1,7393 1,733 1,738 1,7383 1,7384 
Swed kr 14.273-14.70 14.443 14.42} 14.444 14.47 14.47 

THREE-MONTHS’ FORWARD RATES 

US dollar : ti-? c pm #i- cpm 4-7 c pm i-# cpm  14-li cpm 
W Ger DM .. “ 38-3i pfpm 4-3pfpm 12-10 pfpm 10-8pfpm  10-9pfpm 
Dutch fi ad 7i-7% c pm - 12-9 c pm 17-14cpm_  11}-10}cpm 
French fr — 23-24 c¢pm 3-23cpm 44-3}cpm 7-5 cpm 63-5} c pm 
Swiss fr -— 84-75 c pm 10-8 c pm 103-93 c pm 14-11 cpm 13-12 c pm 
Belg fr -— 10-5 cpm 7-2 cpm 15-5 cpm 20-10 cpm 30-20cpm 
Ital lire — 5-44 lpm 4-3 lpm 7-6 | pm 84-54 1 pm 11-9 | pm 
Swed kr — 17-1} 6repm 14-?é6repm 44-3} 6repm 8-Sérepm 10-8 drepm 
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principal currencies, and on balance the British authorities may have been 
able to repurchase a modest proportion of the dollars they lost in that first 
frenzied week. But while the spot rates now present a more ordered 
appearance, the signs of the turmoil are still all too apparent in the forward 
market. At the height of the attack the discounts on forward sterling 
were driven to extreme levels, especially for the shorter periods, and even 
after the substantial narrowing that has occurred in subsequent weeks, 
the margins on the European currencies remain exceptionally wide. As 
will be seen from the table on page 234, on March 21 the premium on the 
D-mark for three months was almost three times as wide as in early March, 
while the interest equivalent of the one-month premium was 5} per cent 
per annum—a rate slightly exceeded by the premium quoted for the 
forward Swiss franc and guilder. These margins, of course, carry the 
rates far beyond their interest-rate parities. Even in the case of the 
dollar the three-months’ premium now fully offsets the interest-rate differ- 
ential—and in the new circumstances of the market it will be long before 
bankers revert on any scale to the habit, much developed after the con- 
vertibility moves of end-1958, of making uncovered transfers. 


II—Behind Germany's Move 


Not by chance, Germany’s revaluation of the D-mark followed hard on 
the heels of President Kennedy’s firm pledge to maintain the gold parity 
of the dollar. ‘That pledge finally made it clear that no action of the 
United States was going to resolve the conflicts—within the German 
economy as well as in international payments—stemming from the under- 
valuation of the mark.* The German authorities faced at last the stark 
choice: if they were to keep their grip on domestic costs and prices they 
had either to raise taxes or to revalue. In the event, doubtless with an 
eye on the coming federal elections, they chose to revalue: but the small- 
ness of the adjustment shows how distasteful to them that course was. 
.Revaluation—which in German minds has an ominous suggestion of 
tinkering with the currency—was the last resort. But by the summer of 
last year it was clear that all the alternative routes by which the existing 
parity of the mark might be reconciled with stable prices at home and 
equilibrium in international payments had been blocked. The most logical 
route—tariff cuts—had been blocked by the Government’s policy of pro- 
tecting agriculture and by the commitments assumed under the Treaty of 
Rome. The next most promising route internationally—a substantial 
increase in capital exports—had been followed with some success in 1959, 
as the table overleaf shows; but in 1960 it was blocked by the measures 
taken to restrain the domestic boom and by the growing conviction of the 
world’s bankers that the D-mark would eventually be raised. (In any 
case it is debatable whether a higher outflow of capital could have provided 








*On the nature of these conflicts see “‘ What Danger from the Deutschemark ?—for 
y and the World ”, The Banker, August, 1960. 
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any lasting solution to Germany’s payments surplus since, if the mark was 
undervalued, a large proportion of the proceeds would be likely to be spent 
on German goods.) By last autumn it was clear that the policy of monetary 
restraint—a policy forced on the Bundesbank by the federal Government’s 
unwillingness to apply fiscal brakes—was being frustrated by the inflow of 
capital that it encouraged and, moreover, that this inflow was exerting a 
very serious strain on international payments. In the first nine months 
of 1960 Germany was a net importer of capital to the extent of some 
DM 3,116 millions ($742 millions at the old rate of exchange) if the effects 
of changes in the terms of payments for imports and exports are included. 
In the corresponding period of 1959 Germany had achieved a net export 
of capital of DM 6,901 millions ($1,643 millions). ‘This dramatic turn in 
the capital account, superimposed on a surplus of current payments totalling 
around DM 3,328 millions ($800 millions), some DM 475 millions higher 


GERMANY’S BALANCE OF PAYMENTS 
(DM millions)* 
1954 1955 1956 1957 1958 1959 1960 

















Exports... sis .. 22,035 25,717 30,861 35,968 36,998 41,184 47,946 
Imports .. a .. 19,337 24,472 27,964 31,697 31,133 35,823 42,723 
Balance of trade .. .. +2,698 +1,245 +2,897 +4,083 +4,954 +5,361 +5,223 
Net services oy 4 1,278 1,637 2,625 3,430 2,926 1,816 2,445 
Net donations... .. — 389 -— 813 -1,105 -1,647 -1,649 -2,636 —-2,689 
Current surplus. . my 3,587 2,609 4,417 5,866 6,231 4,541 4,979 
Net long-term capital: 

Official .. % .. — 454 - 300 -— 686 - 859 -1,349 -2,434 - 901 

Private .. .. — 264 - 110 + 130 + 133 - 526 -1,325 + 420 
Net short-term capital 

Official .. .. + 38 - 159 -— 217 -1,711 + 223 -1,170 —- 755 

Private .. + 305 + 119 + 894 - 3 -— 737 -1,204 +2,409 
Total net capital trans- 

actions . - 375 - 450 + 121 -2,440 -2,389 -6,133 +41,173 
Errors and omissionst .. — 430 + 233 + 549 +1,695 - 654 -— 495 +41,836 


Net change in official 
reserves - .. +2,782 +1,852 +5,087 +5,121 +3,188 -—2,087 +7,988 


* Minus signs denote outflows. 
+ Reflects change in terms of payment: plus denotes acceleration of payment. 


than in the same nine months of 1959, imposed a strain on world payments 
that fell particularly on the dollar. The effectiveness of the squeeze on 
domestic credit depended scarcely less than the smooth functioning of 
international finance on the reversal of that inflow of capital. The Bundes- 
bank’s attempts to deter an influx of foreign funds by prohibiting the pay- 
ment of interest on deposits, Treasury bills and short bonds acquired by 
non-residents and to encourage an outflow of short-term money by offering 
a premium on forward sales of dollars were clearly not sufficient to stem 
the tide. Reluctantly, the Bank began to bring down money rates. 

This shift in monetary policy at a time when there were no clear signs 
that the pressures on the economy, and particularly on the labour market, 
were easing presented the authorities with a formidable dilemma. At this 
juncture Dr Erhard, the federal Minister of Economics, put forward his 
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own plan for resolving the internal and external stresses generated by the 
undervalued mark. He proposed that the rate of exchange governing 
merchandise imports and exports should be effectively raised by discon- 
tinuing the refund of turnover tax on exported goods and by waiving the 
“equalization ” tax levied on most imports. The effective rebate of tax 
on exports (allowing for the remission of tax levied at earlier stages of 
production) is generally equivalent to around 6 per cent of total value; 
and the general rate of the “equalization” tax on imports (to com- 
pensate for the turnover tax borne by domestic producers of similar goods) 
is also around 6 per cent. ‘This “ cold revaluation ’’ would thus probably 
have had a more significant effect in encouraging imports and discouraging 
exports than will the adjustment of the exchange rate announced last 
month; moreover, it would have achieved that effect without increasing 
the support costs of allied forces in Germany or giving rise to suspicions 
of a general re-alignment of exchange rates. Regrettably, Dr Erhard 
bowed before the storm of protests from industry and dropped his plan. 
But by then the case for revaluation had, implicitly, been conceded. If the 
federal Government looked with disquiet at Frankfurt’s moves towards 
cheaper money and yet was unwilling to apply the fiscal measures that 
alone might restrain home demand without disrupting world payments— 
and forfeiting American goodwill—it had no option but to revalue. 

With luck, the international strain of Germany’s surplus may be eased 
this year by the aid programme for underdeveloped countries totalling 
DM 3,500 millions ($875 millions at the new rate) now being mounted, and 
by the federal Government’s specific proposals to help the dollar and 
sterling. ‘To aid the dollar the chief proposals are for prepaying some 
$587 millions of US debt and making an immediate payment of $325 
millions for arms purchases; the parallel plan for sterling, announced after 
Mr Selwyn Lloyd’s visit to Bonn ten days ago, includes £674 millions of 
advance repayment of debt, maintenance of {£25 millions on the arms 
purchases account at the Bank of England, and a probable increase in such 
purchases. Moreover, Germany’s current account surplus may itself be 
reduced by the increasing pressure on industrial costs and delivery dates 
and, of course, by the effects of the revaluation. But it would require a 
great deal of optimism to believe that the problem of Germany’s surplus 
is already well on the way to being solved. 


[lI—Sterling in the Short Run 


What, after this upheaval, is the outlook for sterling now? A month 
ago its future had seemed to turn mainly on the outcome of two conflicting 
groups of forces—on the one hand, the probability that the return of con- 
fidence in the dollar would cause a sustained draining away from London 
of much of the short money that came pouring into it in 1960, and thus 
would uncover the weakness of Britain’s current account; on the other 
hand, the hope that a recovery of business in the United States, and 


237 











perhaps some constructive moves to ease the pressure of disequilibrium in 
world payments, would in due course underpin sterling by providing 
increased opportunities for sterling area exports. The events of the past 
month have clearly altered the patterns within both these groups of forces, 
but it is hard to guess whether the balance between them will prove to have 
been shifted to sterling’s advantage, at all events in the short run. 

For the immediate future, the dominant influences are likely to be the 
flows of short-term funds, rather than any influences exerted upon the 
fundamental underlying condition of the balances of payments. Much 
will obviously depend upon whether the rudely interrupted recovery of the 
dollar is resumed and consolidated, as it may be when people realize that 
Germany’s act has in effect strongly reinforced Mr Kennedy’s refusal to 
tamper with the gold price—by proving that Germany had given up hope 
of being able to readjust the D-mark as part of a general currency realign- 
ment. But whether or not the dollar threat to Britain’s reserves mounts 
to the intensity that seemed in prospect,a few weeks ago, it seems certain 
that the drift of mobile international funds will be away from London for 
some time to come. It is important to bear in mind that the greater part 
of the funds that came in last year represented, not American funds as 
such, but funds switched by Europeans out of dollars as well as out of their 
own currencies. The total inflow, as shown by the figures of sterling 
balances for the fourth quarter, reached extraordinary proportions during 
the year. As a Note on page 228 records, American holdings of sterling 
—excluding funds temporarily held for the Ford share purchase—rose 
over the year by £110 millions, whereas balances held by OEEC countries 
rose by £312 millions, to a peak of almost £700 millions. 

These figures afford some measure of the outflow that might take place 
over the current year. But a significant portion of these funds, thanks 
to the tempestuous happenings of early March, has now been repatriated 
already; and these withdrawals probably represented the most volatile 
balances of all. For this reason, the immediate vulnerability of sterling 
to any further shocks has certainly been considerably diminished; and it 
also has the advantage of the strengthening of the technical position in the 
market that is the natural aftermath of bear speculation. Perhaps most 
important of all, it now has a new psychological prop as a result of the 
excellent impression given by the forthright tactics of the Bank of England. 
This afforded a striking demonstration of the British authorities’ readiness, 
repeatedly emphasized last year, to let the reserves take the strain of with- 
drawals when the hot money tide turned. But in spite of these technical 
and psychological gains, it remains evident that any long sustained draining 
away of funds may seriously impair confidence unless there is proof that 
the underlying weakness of the current account is diminishing—or unless, 
indeed, the extent of the outflow is for a while concealed by some such 
arrangement as the new co-operation between the European central banks. 

In the longer run the strength of sterling will depend above all else on 
the success of the efforts now being made, individually and co-operatively, 
to eliminate the fundamental disequilibrium in world payments. In the 
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past two years sterling has been cushioned from the impact of that dis- 
equilibrium on Britain’s balance of payments by a massive influx of short- 
term funds. Now that cushion has been pulled away. If sterling is not 
to be exposed to serious stresses, effective action must be taken to restore 
international equilibrium. 


[V—Removing the Disequilibrium 


To some extent any such stresses could be eased by the adoption of one 
of the various schemes now being canvassed for transforming the Inter- 
national Monetary Fund into a kind of super-central bank or for equipping 
it to underpin key international currencies with massive credits. Such 
reforms, whatever their precise details, would provide some form of semi- 
automatic mechanism by which countries in overall surplus would extend 
credit (via the Fund) to countries in overall deficit. In this way the dis- 
ruptive effect on world liquidity wrought by a persistent creditor would be 
mitigated. ‘The new mechanism would resemble that of the European 
Payments Union in that it would provide facilities for creditor countries in 
effect to “‘ lend ”’ part of their surplus to countries experiencing a drain on 
their reserves—and Germany has already indicated its willingness to furnish 
D-marks to the IMF for this purpose. In so far as the drain thus financed 
resulted from an outflow of foreign capital the country concerned would 
simply be exchanging one form of external debt (to non-residents) for 
another (to the Fund). But, clearly, the Fund would need to apply more 
stringent requirements where the drain on reserves stemmed from a deficit 
in current payments. These facilities, like any others from the Fund, 
should be used merely to allow the deficit country time in which to effect 
the underlying adjustments necessary to restore balance. ‘Thus, while 
reform of the IMF on any of the lines recently suggested would provide 
a useful means of easing the strains caused by the fundamental disequi- 
librium in world payments, it could not itself correct that disequilibrium. 
The restoration of equilibrium demands that the countries in persistent 
surplus or deficit take the necessary steps to bring their own payments 
into balance. 

Thus the major question raised by the revaluation of the D-mark is 
whether it will reduce Germany’s surplus to a level that does not impose 
serious strains on the payments of other countries. Unhappily, the avail- 
able evidence—admittedly impressionistic—suggests that the rise of 5 per 
cent in the D-mark value does not match the size of the disparities between 
costs and prices in Germany and those in most other leading industrialized 
countries. ‘The mark, that is to say, would remain undervalued even if 
German exporters did not make some attempt to offset the effect of 
revaluation by paring profit margins. Last month’s revaluation is thus 
most unlikely to have resolved the international and domestic conflicts 
discussed in the second section of this article. It is vital that this should 
be recognized by Germany itself. Since the mark is undervalued it will 
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continue to impose, through the export surplus, an upward pressure on 
German costs and prices. Admittedly, the force of that pressure will be 
moderated by the exchange rate adjustment—but it will not be eliminated. 
The equilibrating effect of the revaluation would be lost if the German 
authorities toughened their resistance to the pressure on prices. 

It must be stressed that the problem of Germany’s payments surplus 
has arisen largely because the authorities have been unwilling to let the 
huge sums accruing to the reserves exert their natural expansive effect on 
liquidity and interest rates. In contrast, Italy, for instance, has allowed its 
substantial intake of reserves to exert its effect (and it has, moreover, rein- 
forced this by taking effective steps to remove restrictions on imports), 
Thus the strain on international payments has been mitigated. Italy, of 
course, still has a substantial margin of unemployed resources and can 
thus pursue expansionist policies without serious risk of inflation. Ger- 
many, on the other hand, now has no such margin. The reluctance of the 
German authorities to allow the external surplus to exert its full effect on 
the economy is understandable. But that reluctance should have made 
them more keenly aware of the need to bring the external value of the 
mark into line with its internal value. The fact that Germany has not 
chosen to do so—and seems unlikely to allow the pressure on domestic 
costs to complete the process of alignment—inevitably throws a larger 
share of the burden of adjustment on to the deficit countries, notably 
Britain and America. 

Happily, there have been some signs recently that Britain’s deficit is 
diminishing. ‘The trade returns for February, as a Note on page 226 
records, appeared to confirm that exports, rather unexpectedly, had begun 
to expand again and that the rise in imports had definitely flattened out. 
There seem reasonable grounds for hoping (though such hopes were 
repeatedly disappointed in 1960) that a decline in the extraordinary rate of 
stock-building that occurred last year will bring some relief to the import 
bill in the months ahead. 

Undoubtedly, it is the deficit in Britain’s current payments that gives 
the main cause for concern about sterling. In itself the withdrawal of 
foreign funds from London can justifiably be met from the reserves or by 
drawing on the IMF. Since the influx of funds last year was simply a 
side-effect (and, after a while, an embarrassing side-effect) of a rise in 
interest rates directed at the domestic economy, there is in principle no 
reason why the authorities should attempt to discourage the withdrawal of 
those funds by raising interest rates. In fact, however, as the discount 
market has recognized, the authorities could scarcely view with equanimity 
a massive outflow of short-term funds at a time when the current balance 
is in the red. And the international danger signals flashed by the shocks 
of the past month can be ignored no more by the Chancellor than by the 
Bank. Whatever scope for net concessions in the coming budget he may 
have thought to exist a month ago, he must surely find it much narrower 
now—if, indeed, there is any margin at all. Certainly, the events of the 
past month argue for taking no chances. 
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Europe —the Moment 
of Truth 


By M. H. FISHER 


HE agreed statement published after the first round of Anglo- 

French discussions on the problems of European trade at the 

end of February reported that conversation had ranged over 

‘the principal problems posed by the possibility of an association 
of the United Kingdom and the Common Market, or the accession of the 
UK to the Treaty of Rome” (my italics). Was this simply a Freudian 
slip, a minor error of drafting—or did it indicate that a clear-cut British 
policy towards Europe had at last emerged ? 

Official sources were quick to deny that there had been a fundamental 
change in Britain’s position. ‘This, it was stressed, rested where Mr Edward 
Heath’s speech had left it on the previous day. All that the communiqué 
did, apparently, was to make clear that the French delegation felt that any 
negotiation on the economic problems raised by a possible association of 
Britain and the Six could come only after Britain had accepted the basic 
obligations of the Treaty of Rome. Mr Heath, speaking at a Western 
European Council meeting in Paris while the Anglo-French talks were 
actually in progress in London, carefully refrained from commenting on a 
recommendation of the Assembly of the Western European Union that 
Britain should join the Common Market. On this point he confined 
himself to saying that Britain was not afraid of common institutions. But 
he also said that Britain was ready to accept a common or harmonized 
tariff on imports of raw materials and manufactured goods from countries 
outside the Commonwealth and the European Free Trade Association. 
And he added that Britain could see no difficulties in principle in the way 
of discussions between the Six and Commonwealth countries about the 
possibility of reducing the tariff preferences that British goods enjoy in 
those countries. 


Mr Heath’s speech can hardly have come as a surprise to his audience. 


The idea of a European customs union—with appropriate exceptions for 


Britain—has been going the rounds ever since the meeting of the EFTA 
Council at Lisbon last May. The proposals Mr Heath made in Paris had 
formed the basis of the expert discussions between Britain and Germany 
that started after Mr Macmillan and Dr Adenauer had agreed in Bonn last 
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August that another effort should be made to heal the split in Europe. 
What was interesting was that the speech was immediately leaked—and 
nothing happened afterwards. Mr Heath had, as part of a final settle- 
ment, effectively given away the preferences that Britain enjoys in the 
Commonwealth and no one in Britain objected. But equally, no one among 
the Six was prepared to say that the British proposals represented a basis 
on which negotiations might be started. A European customs union 
against Japan and the United States—which is what the Heath proposals 
amount to—can hardly be regarded as a serious starter, quite apart from 
the fact that it would involve Britain, in view of its commitments to the 
Commonwealth and the EFTA, in applying at least a three-tier, and 
possibly a four-tier, tariff structure. Not surprisingly, therefore, the Six 
said that they needed more time for study. Significantly, though, M. Couve 
de Murville, the French Foreign Minister, added that it would have been 
better for Britain to join the Six. A few days later at Strasbourg M. Couve 
de Murville repeated what amounted to a French invitation to Britain to 
come in, and French sources made it clear that he was not merely trying 
to score a debating point. 
Log-jam Breaking Up ? 

After something like two years, it now looks as though the log-jam in 
Europe may be breaking up. The starting point of this was the Prime 
Minister’s visit to Bonn last August. Dr Adenauer had by then decided 
that, for political reasons, he wanted the British in Europe. The talks 
with the Germans that followed went smoothly enough and the outcome 
was the so-called Miiller-Armack plan, in essence the proposals which 
Mr Heath put foward at Paris. Dr Adenauer himself saw the political 
advantages of a settlement very clearly but the German authors of the 
plan probably had another consideration in mind. With an election in the 
offing, they were anxious to find some way of softening the blow that any 
move towards a common agricultural policy would deal to the high-cost 
German farmer. Bringing in Britain—and her agricultural support policies 
—was, they may have thought, one way of providing a cushion for the 
German farmer. 

German policy, however, is complicated by the (as yet unresolved) con- 
flict between Dr Adenauer’s conception of a politically and economically 
unified Western Europe and President de Gaulle’s plans for a Europe des 
Patries, or locser confederation of national states. When the problem of 
political consultation and co-operation by the Six was discussed in Paris in 
February, the Dutch, feeling that the French and the Germans were 
assuming altogether too much authority in the Common Market, suddenly 
went over to the offensive. The Dutch argument was simple. As long as 
the Six were working towards a federated Europe, they said, they could 
see that there were major obstacles on both sides of the Channel to having 
Britain “in”. But if the object was to be a Europe des Patries there was 
really no reason to keep Britain out. And it was not the French but the 
Germans, indeed Dr Adenauer himself, who objected most strongly to this 
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line—arguing, evidently, that if Britain wanted the political advantages of 
a closer association with the Six she must accept most of the economic 
obligations. ‘The French for their part had reached the stage where they 
wanted a fundamental political commitment from Britain before being 
themselves prepared to discuss any special economic arrangements that 
might be needed to make Britain’s path into the Six smoother. 


EFTA—No Obstacle 


The more favourable attitude towards Britain’s entry recently shown by 
France probably stems from a variety of reasons—not the least of them 
the greater strength of French industry, which now regards the prospect 
of British competition with considerably more equanimity than it did a 
few years ago, disappointment (to put it no more strongly) at the difficulties 
raised by the Germans in the agricultural field, and perhaps also the feeling 
that Britain is needed as an ally if the French objective of a confederation 
in Europe rather than a federated Europe is to be realized. Whatever the 
explanation, there does now seem to be a better chance of resolving the 
Anglo-French differences than at any time since 1955. 

The greater flexibility now being shown in London and Paris is un- 
doubtedly being welcomed by Britain’s partners in the European Free 
Trade Association. In Austria, a solution to the question of Sixes and 
Sevens is ardently desired, partly for straightforward economic reasons, 
but more urgently because a dangerous rift has now appeared within the 
coalition Government over the advisability (or otherwise) of Austria’s 
membership of EFT'A. Herr Bock, the Minister of Trade and spokesman 
for Austrian industry, has instructed his Ministry to investigate the possi- 
bility of adjusting the Austrian tariff to the common external tariff of the 
Six. Austrian industry is getting impatient. Denmark is no less worried. 
Frightened on the one hand by the prospect that her agricultural exports 
to Germany will suffer if there is no settlement, she is equally anxious to 
ensure that any terms reached ‘between Britain and the Six should take 
her interests in the British market fully into account. Norway is unlikely 
to raise any obstacles to a European solution. Nor—contrary to some 
suggestions—is Sweden. ‘There is no reason why Sweden should not main- 
tain the essential features of her neutral policy in a Europe des Patries, and 
Sweden’s main objective will presumably be to ensure that any common 
external tariff will be low. On the purely economic front this, too, must 
be one of Switzerland’s aims, though in her case political difficulties loom 
larger. Altogether, Britain’s EFTA links do not seem to present any 
serious obstacle to negotiating a settlement with the Common Market. 


Commonwealth—No Collective View 


The same is probably by now true of Britain’s Commonwealth trading 
connections—Commonwealth preference in short. Mr Heath’s suggestion 
that Commonwealth countries should use the preferences that they at 
present grant Britain to secure concessions from the Six will not by itself 
tesolve the conflict of interests. A number of Commonwealth members 
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have already tried to do just that, seeking to gain easier access to the Six 
for their agricultural exports in return for a reduction in the preference 
margins accorded to British goods. So far, however, their efforts have 
met with no success. 

The point here is that there is really no such thing as a collective Com- 
monwealth view. ‘Those Commonwealth countries that derive their foreign 
exchange earnings from exports of tropical products are keen to see Britain 
and the Six come together on a basis that would allow them to compete 
on equal, or at least more equal, terms inside the Six with the latter’s 
associated overseas territories. India and Pakistan—not to mention Hong 
Kong—will try to ensure that their exports of manufactures do not suffer 
if Britain agrees to a common external tariff. ‘Their chief concern, naturally, 
is to secure as compensation for any reduction in the tariff privileges their 
exports enjoy in Britain a relaxation of the quota restrictions applied against 
them by continental countries. But for India and Pakistan the problem is 
not merely a commercial one. Both countries realize that the flow of aid 
from a united Europe might be considerably greater than that from a 
Europe split into two trading groups. 

Australia is the Commonwealth country that has realized more clearly 
than any other the political advantages that would flow from a closer 
British association with Europe. As an Australian recently said to me: 
‘‘ Just because the British connection is so important to us, and will remain 

















LIFE ASSURANCE 


Whole Life — Without Profits 
SUM ASSURED £10,000 


AGE NEXT BIRTHDAY 40 
ANNUAL PREMIUM £190-8-4 


Ask for a complete table of 
attractive rates for whole Life 
and Endowment Assurance. 


ASSURANCE COMPANY LIMITED 





Finsbury Square, London, EC2 








ee 24 fete 6UCUDlhCl ee Olle 


oe 


qe Dan = 


ee 


oe =S=-oe Oo clr psp ct och. ek st oO 


he 





“es eS Wwe \e — — 


YS ee YF eel lO COS 





so in the future, we cannot envisage with equanimity the prospect of being 
tied to a Formosa’’. Thus Australia’s main concern is likely to be to 
ensure that she does not have to foot too heavy a bill for this desirable 
outcome—in particular that the market for her wheat does not suffer. 
In New Zealand, Mr Holyoake’s Government, which took over last Novem- 
ber, is adopting a far less negative attitude than its predecessor—which 
argued simply that a European settlement could do New Zealand nothing but 
harm. Mr Holyoake, in contrast, appears to be taking the line that the 
European problem is one that Britain must solve in the light of her own 
best interests—while taking New Zealand’s difficulties into account. New 
Zealand butter is in fact the most intractable commodity problem to be 
dealt with between Britain and the Six; it is not easy to see a solution that 
does not in some way harm the New Zealand farmer. 

Canada’s objections to Britain’s joining the Common Market are both 
more violent in tone and less well based on economic fact than those of 
New Zealand. A few months ago Mr Donald Fleming tried to “‘ deter ” 
the British Government by saying that any change in the preferences 
granted on Canadian goods by Britain would not leave the preferences 
Britain enjoys in Canada unaffected. Now Britain has announced its 
willingness to surrender these. The Canadian Government appears to be 
framing its policy on the assumption that exports of manufactures to 
Britain can be substantially expanded in the years ahead. In view of the 
high-cost structure of large sectors of Canadian industry this would seem 
to be a very hopeful assumption. Whatever the justifications for such 
hopes, it remains probable that Canadian opposition will be the most 
strenuous within the Commonwealth, not least because many of its roots 
are to be found in emotions and aspirations rather than in economic reality. 


A Prod from Washington ? 


In the framing of British policy, however, Canada should in the last resort 
carry less weight than the United States. In the last two years it came 
to be widely believed that the United States, with an anxious eye on its 
own balance of payments, would not be unhappy to see the European 
trade split continue. ‘That view has now become untenable. Mr Averell 
Harriman, President Kennedy’s ambassador-at-large, recently stated flatly 
that the new American administration would welcome Britain’s entry into 
the Common Market “ provided the intimacy of the Common Market is 
not reduced’. Washington clearly recognizes that in the short run a 
European agreement might hit American exports. It is willing to pay 
this price only for a substantial political advantage—Britain’s full partici- 
pation in the movement towards European political and economic inte- 
gration. If, as seems almost certain, President Kennedy takes the same 
line in his talks with Mr Macmillan in a few days’ time, the moment of 
truth will have come for the British Government. 

It is obvious that the trend in official thinking in Whitehall has been 
steadily moving towards the proposition that Britain must either make up 
het mind to join the Six within a few months or abandon any hope of a 
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European solution. As yet, however, the Government has not made up 
its mind. The greatest difficulty remains agriculture and the associated 
problem of imports of temperate zone foodstuffs from the Commonwealth. 
It is not difficult to explode the argument that British participation in a 
common agricultural policy will hurt the farmer as well as leading to higher 
food prices: only one of these two effects, surely, can materialize. None 
the less, it will not be easy to reconcile the British system of keeping up 
farm incomes by way of deficiency payments with the continental system 
of achieving the same result through tariff and quota protection. Whether 
the willingness now being shown to tackle this difficulty can produce an 
acceptable compromise the next meeting between French and British 
experts, early in May, should show. 


Growth 1s the Spur 


Perhaps the most powerful factor that has helped to change the British 
Government’s thinking in recent months, and more particularly in the 
last few weeks, is the strengthening belief that long-run economic considera- 
tions demand closer links between Britain and the Six. Almost certainly 
the Government has become convinced that if a faster and steadier rate of 
economic growth is to be achieved, some bold measures will have to be 
taken. And there is growing support for the argument that one of 
the essential measures is a substantial reduction in the protection at present 
accorded to large segments of British industry—which might be brought 
about either by close association with the Six or by unilateral tariff reduc- 
tions going far beyond the 20 per cent envisaged as the outcome of the 
current round of negotiations in Geneva under the General Agreement on 
Tariffs and Trade. 

Clearly, it would be easier for any Government to expose British industry 
to greater competition in the home market according to a fixed schedule 
laid down in an international agreement—which would simultaneously 
open up better export opportunities in the fast growing European market 
—than to wield the stick of tariff reductions without any compensating 
carrot. Thus the real issue presented to Britain by the Common Market 
is not the trade that might be lost in Europe if we do not go “in” but 
the economic growth that—it may be hoped—would be the outcome if 
we do. This point was driven home last month by the decision of Imperial 
Chemical Industries to invest £100 millions inside the Six over the next 
ten years. Both for a company the size of ICI and for the balance of pay- 
ments £100 millions over ten years is perhaps not a particularly large sum. 
But the ICI venture might find a considerable number of imitators once 
it became obvious that Britain had decided to stay outside the main stream 
of European development. ‘The effects on the balance of payments and on 
the rate of investment (and growth) at home could not then be ignored. 

As yet it is too early to say which way the final choice will go. But at 
least it is realized that Britiain has only a matter of months in which to make 
up her mind. And at the moment the chances seem to be increasing that 
Britain will choose Europe—and the prospect of more vigorous growth. 
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Accelerating France’s 
Expansion 


THE TWO REPORTS OF M. RUEFF 


By MICHAEL A. HEILPERIN 


WO years have passed, as these lines go to press, since the end 

of the first anxious quarter of France’s economic recovery. The 

course of that recovery was charted by the “ Rueff”’ Report of 

December 8, 1958, on which, it will be recalled, was based the 
programme of reforms announced on December 27 of that year. Judged by the 
usual indices of prosperity those reforms have been strikingly successful. 
But M. Jacques Rueff is not a man to rest on his laurels; even before 1959 
was half over he was urging the need for new reforms. When he failed to get 
enough response from the Government he appealed to President de Gaulle 
himself: from that appeal sprang the appointment of a committee, with 
M. Rueff in a leading post, to examine the obstacles to economic expansion. 
The report of that committee, which was published last autumn, is now 
being considered by ministers. Its recommendations are designed to 
eliminate the impediments to growth in the French economy—impediments 
that are common to most economies in some degree. Whether the French 
Government, even in its new, more expansionist, mood, will be prepared 
to accept those recommendations remains to be seen. But at all events 
M. Rueff and his colleagues have turned a penetrating light on the French 
economy and its problems. 

Before glancing at their specific recommendations it is necessary to survey 
the achievements of the 1958 reforms, to which the new reforms are 
regarded as a logical sequel. As will be shown below, those reforms have 
ushered into France a period of prosperity without inflation. This was 
the result of their comprehensiveness; the 1958 stabilization programme 
was no half-measure. (There is a striking contrast here with the recent 
revaluation of the D-mark, which was an isolated measure, not part of a 
general and integrated programme.) ‘The principal elements in that pro- 
gramme were the reduction of the budget deficit to an amount that could 
be financed by non-inflationary borrowing; a massive liberalization of 
imports; a substantial devaluation of the franc and its return, in company 
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with other western European currencies, to non-resident convertibility; 
and associated measures of a socio-political character, such as the elimination 
of escalator clauses in both wage agreements (except for minimum rates) 
and farm prices. It was the comprehensiveness of this programme and 
its boldness that convinced some economic observers, including the present 
author, from the first that it would work. 


External Surplus Restored 


Undoubtedly, the programme’s most spectacular achievement has been 
the strengthening of the external balance, cause of so much concern in the 
past. In the years 1956-58 the annual deficit in the French balance of 
trade averaged NF 3,124 millions; in 1959 this was replaced by a surplus 
of NF 2,603 millions and in 1960 by a surplus of NF 2,903 millions. (If 
trade with the franc zone is excluded a deficit averaging NF 4,233 millions 
in 1956-58 was transformed to a deficit of NF 114 millions in 1959 and a 
surplus of NF 20 millions in 1960.) France’s gold reserves rose from 
$581 millions—their lowest level—at the’ end of 1957 to $750 millions at 
end-1958, $1,290 millions at end-1959 and $1,641 millions at end-1960, 
Similarly, holdings of convertible currencies rose from $64 millions at 
end-1957 to $429 millions at end-1960, while France’s net position with 
the International Monetary Fund improved from a debit of $131 millions 
at end-1957 (and of $262 millions at end-1958) to a credit of $202 millions. 
Moreover, during this period the French monetary authorities discharged 
certain other foreign debts contracted in supporting the franc and paid 
back to the commercial banks some or all of the foreign exchange pur- 
chased (forcibly) from them in earlier years. 

This impressive strengthening of the external balance has coincided with 
the dismantling of restrictions on imports. At the time of the 1958 
devaluation the proportion of France’s imports from other OEEC countries 
free from quantitative control was raised to 90 per cent; further relaxations 
have been made since, particularly on dollar imports. ‘The Government is 
expected shortly to announce a drastic new move towards eliminating most 
of the remaining quota restrictions on industrial imports. The full extent 
of this move may be known by the time this article comes off the press. 
If it is as sweeping as is rumoured, France may—for the first time in thirty 
years—be almost free of quantitative restrictions. At the same time 
France has carried out in full its obligations within the Common Market 
and has been the principal supporter of the acceleration programme (which 
has cut by one year the transition period under the Rome Treaty). Further 
tariff cuts have been agreed upon or are under negotiation (a general cut of 
5 per cent in tariffs on imports from other Common Market countries, and 
in some cases from outside countries, was announced late last month). Future 
historians may well find that the carrying into effect of the first Rueff plan 
has effectively broken the hold that protectionism has had for so many 
decades on the economy of France. 

The improvement in the balance of payments has been reflected in a 
substantial increase in the liquidity of the French banking system. At the 
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same time the contraction in the budget deficit has reduced the borrowings 
of the state from the Bank of France—from a level of NF 11,000-12,000 
millions in 1958 and the first half of 1959 to around NF 9,000 millions in 
1960, a reduction that also reflects the fact that the Government has found 
it far easier to borrow in the private capital market. Medium-term credits 
by the Bank of France (largely for construction), which had been an 
important source of credit inflation in the French economy before the 
1958 reforms, reached their highest level in December, 1958—NF 15,000 
millions; they then fell sharply, and although they have since increased 
again in 1960 they oscillated around NF 11,000 millions. On the other 
hand, there has been a considerable expansion of credit by commercial 
banks—from NF 27,000 millions at the end of 1958 to NF 36,000 millions 
at the end of 1959, and to around NF 40,000 millions at the end of 1960, 
reflecting partly the high level of business activity in the country. It has 
been the contention of M. Rueff all along that to achieve optimum economic 
activity in France the long-term rate of interest should be reduced to about 
44 per cent. In 1958 rates were in the neighbourhood of 73 per cent. In 
the course of the following year, as the spectre of inflation receded, they 
declined sharply, dropping to around 53* per cent in the final quarter of 
1959 and the first half of 1960; they have declined a little further since. 
At first glance, the record of production seems considerably less impressive 
than the improvement achieved in the balance of payments. Global 
production in France rose by 8.4 per cent in the course of 1957, by 5.1 per 
cent in 1958, by 3.7 per cent in 1959, and (provisionally) by 8.5 per cent 
in 1960. The slowing down in 1959 corresponds to what one might expect 
as the aftermath of checking a protracted inflationary tendency. It was far 
from the recession forecast by opponents of the Rueff plan; instead of the 
unemployment that was predicted France has suffered from a shortage of 
manpower. And the past year reveals again a healthy growth of output 
without inflation. The Rueff plan, of course, envisaged the deliberate 
raising of some prices (notably by the elimination of subsidies) as part of 
the disinflationary drive. The actual increase in wholesale prices in 1959 
was 4.9 per cent—which was less than the “‘ margin of tolerance ” admitted 
by the experts. In 1960 wholesale prices rose by 2.5 per cent. While 
this was not yet full price stability, it was a far cry from, say, 1958 when 
wholesale prices rose by 11.4 per cent. The retail price index, the move- 
ments of which determine, within limits, changes in minimum wages, 
increased in 1959 by 5 per cent and in 1960 (provisionally) by 3 per cent. 
Given the size of the December, 1958, devaluation and the impact of the 
price-raising reforms that accompanied it, these are modest increases— 
and this modesty largely accounts for the expansion of French exports. 
This brief survey presents a picture of a prosperous economy based upon 
a firm monetary foundation. There seems no prospect of the situation 
Worsening in the foreseeable future—leastways as a result of internal 
developments. Since France was able to enter the Common Market, and 








*These rates apply to issues exceeding NF5 millions. Smaller borrowers have to 
pay more, 
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even to promote its acceleration, she could, beyond doubt, participate 
successfully in a wider European free-trade design. The recent revaluation 
of the D-mark, though very moderate, will help France’s competitive 
position in the Common Market—and beyond. France’s reserves are 
strong—though either gold hoarding or massive dishoarding could present 
its authorities with new problems (actually, a point of equilibrium appears 
to have been reached where, in spite of the existence of a free gold market, 
there is no new propensity to hoard—but a feeble one to dishoard). Labour 
shortage and its possible impact on wages is the principal, not to say the 
sole, preoccupation of French policy-makers and business leaders. 


Essentials for High Living 


Against this impressive background of recovery we can examine the 
second Rueff plan. As noted earlier, the chief intellectual architect of the 
French recovery has shown a determined unwillingness to regard the task 
of rejuvenating the country’s economy as accomplished by the reforms of 
December, 1958: ‘‘ We have built foundations; on these foundations we 
must erect the edifice of French prosperity”. The achievements to date 
are not enough. The standard of living of an average Frenchman is still 
only a fraction of the standard of living of an average American. Why? 
This is the real issue at stake. To reach high living standards an economy 
needs, in Rueff’s opinion: (1) a brisk rate of capital formation; (2) a large 
market area in which to achieve the economies of scale of mass production; 
(3) the absence of obstacles to growth—leading to more and more improve- 
ments in productivity. The reconstruction of the currency in the end of 
1958 gave France a stable instrument for capital formation through savings; 
the estcblishment of the Common Market gave her the possibility of mass 
production for a vast market. What she still needs is to eliminate obstacles 
to growth, inherent in her economic and social structures. The purpose 
of the second Rueff Committee was to offer a programme of reforms for 
eliminating the many existing obstacles to economic expansion. 

Inevitably, the reforms it was likely to propose would be politically much 
more difficult to carry out than those proposed in 1958. ‘There would be 
about them no similar sense of urgency. Many vested interests, many en- 
trenched ways of life would be at stake. It was quite essential, therefore, 
that the committee should be representative of a wide range of interests and 
social philosophies. Nothing was further from Rueff’s mind than to have 
a committee in the image of his own liberal convictions. He insisted on 
the participation in its work, alongside bankers, industrialists, agricultural 
experts, etc, of prominent labour leaders and of the leading left-wing 
economist, Alfred Sauvy, professor at the Collége de France.* A com- 





* Sauvy accepted and signed the report but shortly after its release published a volume 
of his own: Le Plan Sauvy, Paris, 1960, the reprint of a series of articles first published 
in the weekly L’Express, followed by comments from the pen of seven socialist writers, the 
text of the ‘‘ Economic and Social Programme of the Communist Party ” (adopted in France 
in June, 1959), and a long discussion by Pierre Mendés-France. This all does not add to 
a programme but, unwittingly, shows by way of contrast how wise it was to render the 
second Rueff committee meta-partisan from its very inception. 
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mittee of sixteen members was carefully picked and appointed by govern- 
mental decree on November 13, 1959. The chairmanship of the com- 
mittee was assumed by the Prime Minister, M. Debré; the vice-chairmen 
were M. Louis Armand, former head of the French railways and the first 
President of Euratom, and M. Rueff himself, who resigned his seat on the 
Court of Justice of the European Economic Community in Luxembourg to 
devote his full time to the committee. Rueff was clearly the dominant 
influence: but though he had made his world-wide reputation as a monetary 
expert and is widely known as one of the most convinced exponents of 
economic liberalism, the report that emerged from the committee’s investi- 
gations is neither monetary in scope (indeed the reverse) and is not liberal 
in any doctrinal sense of the word. It was largely because Rueff knew so 
well what he was about and what he could expect and get from his col- 
leagues and the many collaborators, and because he devoted his full time 
to the venture, that the committee was able to hand in its 100-page report 
to the Prime Minister on time on July 21, 1960. It was made public on 
September 21. A ministerial committee, headed by M. Debrée, has since 
met once a week with the two vice-chairmen to discuss the translating of 
its recommendations into actual reforms.* 

At first glance the ‘‘ Rueff-Armand Report ’’, as it is currently known, 
is a bewildering document. It is nothing less than a catalogue of obstacles 
to expansion ranging over the entire area of the French economy. Even 
so, the catalogue is not—and does not claim to be—complete. But the 
report is not a mere catalogue. It is given direction and unity by the 
underlying philosophy of the committee and, particularly, of Rueff. Yet its 
fascination and value stem largely from its deliberate avoidance of doctrinal 
and ideologic issues. The purpose of the exercise was, in Rueff’s own 
words, ‘‘ the elimination of man-made obstacles to expansion”’. It might 
be noted—and this is no mere hair-splitting—that the committee was to 
examine ‘‘ obstacles to expansion ”’, not the mechanics of expansion. The 
distinction goes to the core of the report. For agreement could be reached 
(and indeed was reached) on the need to eliminate a wide variety of 
obstacles to expansion; but it would have been well-nigh impossible to 
reach similar agreement on the mechanics (or methods) of expansion. 
Obstacles to growth in a free-market economy based on private enterprise 
are also obstacles to growth in a centrally planned economy. ‘This simple 
(but not often acknowledged) truth is the key to the understanding of the 
Rueff-Armand Report. It is because all members of the committee, what- 
ever their background, agreed on this that their work could be brought to 
successful conclusion. Indeed, it is because Rueff was convinced that 
obstacles to economic growth are essentially the same under any kind of 
socio-economic system that he felt strongly opposed to linking the assault 
upon them to any particular, e.g. liberal, doctrine. What was needed was 








* A second volume of the report was issued a little later and contained 29 detailed reports 
which underly the committee’s recommendations. ‘These 280 closely-printed, large-size 
pages are an invaluable inventory of obstacles to economic expansion in France. Both 
volumes are published by the Imprimerie Nationale, Paris. 
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a wide coalition of men, of differing doctrinal standpoints, equally opposed 
to the continued existence of these obstacles. Whatever the ultimate fate 
of the committee’s report, the very fact of its existence represents a great 
step forward in the handling of problems of economic growth. ‘The report 
is a massive attack on le malthusianisme économique—on the restrictions of 
all sorts that impede economic growth. 


Inventory of Obstacles 


The report falls into two parts: the first lists general principles and the 
second contains detailed recommendations. Part I deals, first, with the 
concept of expansion, of which it gives a succinct analysis; secondly, with 
the nature of obstacles examined by the committee. It is stressed that 
‘‘ expansion cannot be regarded as merely a quantitative notion: it has also 
a qualitative aspect which includes, on the one hand, full employment of 
men and, on the other, the harmonious development of all sections of the 
national territory, itself inserted in a vaster compound. Expansion, in 
brief, must lead not merely to an increase of production and therefore of 
national income, but also to a better distribution of both’’. It is further 
noted that “‘ obstacles to expansion must be eliminated”’ and that “ the 
climate of expansion facilitates by itself the suppression of these obstacles ”, 
through rendering social structures less rigid, innovations more readily 
acceptable, conversions and adaptations easier. 

Part II, which forms by far the larger part of the report, consists of an in- 
ventory of obstacles, rigidities and disequilibria. ‘To cope with the widely 
diverse obstacles set down, the committee formulates five principles of 
action: (1) reduce economic rigidities; (2) eliminate all interference with 
the “‘ truthfulness ” (véracité) of costs and prices; (3) eliminate obstacles to 
harmonious growth (through better utilization of resources, improved 
employment of manpower, diminution in regional discrepancies); (4) ad- 
ministrative reforms (often sweeping in scope); and (5) seek to remedy the 
deficiencies of education and information. The committee’s 38 specific 
recommendations range from much-needed anti-trust measures (which, if 
adopted, would alter the entire framework of competition in France) to 
special measures applying to individual industries and professions such as 
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the sugar industry, flour milling, and the “closed professions” of the 
pharmacist, motaire, or truck or taxicab driver. Important chapters are 
devoted to rural education and its insufficiencies, to better methods of 
co-ordinating road, rail and waterway transport, etc. 

It would be easy to find loopholes in what the committee itself admits 
to be a cross-section of problems rather than a complete catalogue of existing 
rigidities in the French economy. Some of the items included may appear 
trivial or irrelevant. Actually, there is compelling logic in the com- 
mittee’s approach: nearly all major cases are included; and the minor ones 
examined—such as the stringent, absurd and damaging limitation of the 
number of taxicabs in Paris—reveal deep-seated causes of rigidity in the 
national economy. ‘The scope of reforms stemming from the Rueff- 
Armand report will necessarily exceed, in good time, those specifically 
recommended in it. The novelty and the importance of the report lies in 
the fact that the compilation of such a catalogue has been undertaken at 
all and that guiding principles have been clearly stated. To use Rueff’s 
much-quoted phrase: ‘“ The French economy has been X-rayed”’. Prob- 
ably this has never been done to any comparable extent in any country. 
It must be hoped that the example will be followed elsewhere: for economic 
sclerosis is not confined to France! 


New Elan, New Zest 


If the report should be acted upon by the Government many notable 
reforms would ensue. France would acquire effective means of action 
against restrictive business practices. A special body would be set up to 
supervise the actions of cartels and empowered, if necessary, to initiate pro- 
ceedings against them (this is the very first group of the committee’s 
recommendations). Rent control would be abolished: a free market in 
dwellings, both private and for business, would thus be restored. Many 
“closed professions ”’ would become, at least partly, opened. Deep-rooted 
reforms would be promoted in the organization of retail trade, now a source 
of a substantial and unnecessary increase in the cost of living of the masses 
of Frenchmen. Sweeping reforms in the co-ordination of rail and road 
transport would involve a complete overhaul of rates charged, the replace- 
ment of certain little-used railway lines by trucks, etc. Louis Armand, 
one of Europe’s greatest experts in this field, has largely fathered this section 
of the report. Rural education, which now places children of peasants at 
a comparative disadvantage in relation to city children, would be fully 
reorganized. ‘These, and many more reforms, would give the French 
economy a new élan, a new zest and a much greater eventual productivity 
—and higher living standards for the people. 

Two further points must be mentioned. First, the report does not deal 
expressly with restrictive practices of organized labour; but it does so 
indirectly. Repeated emphasis is placed on the fact that technological 
progress, standardization, mass production, even automation, in the last 
analysis create more jobs than they take away, better and more productive 
jobs: they must thus be regarded as indispensable to economic expansion 
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and to rising living standards for all. By implication this condemns 
‘‘ feather-bedding ” and other such practices. Secondly, great emphasis is 
laid on the necessity for “truthful” costs and prices, and hence (mostly 
implicitly) on competition. In a deliberately non-doctrinal document this 
is a very important emphasis. The chances that France will become, in 
our days, a centrally-planned economy are remote. But if it is to remain 
a market economy, it is essential that the price mechanism should be allowed 
to function properly. Such efficient functioning would be greatly facilitated 
by the reforms proposed in the report. 

It is too early to say what the Government will do about the recom- 
mendations of the Rueff-Armand report. Great forces oppose its specific 
recommendations. It would be almost a revolution to carry it into effect 
quickly and fully. More likely, some of its recommendations will be 
carried out (a few, such as the proposed changes in the statute of flour- 
milling have already been acted upon), while many others will remain 
dormant. But, inexorably, evolution is certain to go in the direction out- 
lined in this weighty document, though it may take a generation to get 
there. At the press conference when the committee’s report was made 
public Rueff remarked: ‘“ Economic progress is fundamentally a struggle 
between the call of the future and the defence of the past”. In such a 
struggle the past never wins. 





An Artist’s Sketchbook: No. 84 


BRITISH BANKS IN TOWN AND COUNTRY 
Lloyds Bank, Rochdale 


OCHDALE, besides being the birthplace of the Co-operative move- 

RR en and Miss Gracie Fields, is a town of considerable architectural 
interest. It has many stone-built houses of three storeys, which 

were once the workshops of the handloom weavers before the coming of 
the factory system, some ancient halls and a Gothic Revival town hall of 
continental character and proportions. One of Rochdale’s banks, Williams 
Deacon’s, has been featured in this sketchbook; in Yorkshire Street are 
two others of interest, the modern Yorkshire Penny Bank and Lloyds, 
which is the subject of this month’s drawing. The building that houses 
the branch of Lloyds Bank is of brick and stone and is some centuries old. 
It has seen many changes—at one time it was a gentleman’s town residence, 
at another the Union Hotel, one of the leading hostelries in the town. 
Later still it became an ironmonger’s; Lloyds opened its branch there in 
1932. ‘The bank possesses distinction combined with a quaintness that is 
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by Geoffrey S. Fletcher 


characteristic of the best of old English town architecture. The fluted 
Ionic pilasters are a charming bit of vernacular Classic—some local .archi- 
tect’s tribute to the Renaissance—and the roofs form unusual shapes. 
The ground floor, remodelled to make a banking hall, in no way upsets 
the general harmonious effect. The building has a courtly, old-fashioned 
air about it; undoubtedly it is one of the most interesting in Rochdale. 
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American Banks on a 
Looser Rein 


By A SPECIAL CORRESPONDENT 


HATEVER disappointments the advent of the ‘‘ Golden 

Sixties ’’’ brought to American industry, the commercial 

banks themselves had little cause to complain. ‘True, the 

sluggishness of the economy, stemming from the sharp 
reduction in the rate of stock-building, was reflected in a slackening in the 
demand for loans; but it also led to the reversal of the official restraints 
that had been imposed on monetary expansion in 1959 and thus permitted 
the banks to rebuild their security portfolios, which had been severely 
depleted in the previous year. Thus although the rise in the total loans 
of the commercial banks—by $7,300 millions to a new peak of $118,200 
millions—was less than two-thirds of the near-record increase in 1959, 
the kanks added $2,700 millions to their investment portfolios (which had 
been run down by $7,500 millions in 1959). The increase in their two 
main earning assets taken together, therefore, was around $10,000 millions, 
almost exactly double that recorded in 1959. 

As in the economy itself, there was a marked contrast between the first 
half of the year and the second. In the early months of the year, when 
the Federal Reserve Board still held the banks on a fairly tight liquidity 
rein, the resources to meet the demand for loans had again to be provided 
by selling securities: the banks reduced their portfolios of Government 
securities by a further $4,700 millions—to $54,200 millions at end-June. 
In the second half of the year, when the Fed was actively expanding the 
credit base and loan demands were rising at less than the normal seasonal 
pace, the banks became heavy net buyers of Government securities—to 
the tune of $7,100 millions (mainly short-term, in contrast to the second 
half of 1954 and the first half of 1958 when the banks made heavy pur- 
chases of medium- and long-term issues). Helped by these substantial 
purchases, the money supply began to move upwards again: seasonally 
adjusted, between the second half of June and the second half of December 
it rose by $1,100 millions to $140,500 millions—but this was still a full 
$1,000 millions below its level at end-1959. This seems a disappointingly 
slow response to the vigorous measures taken by the authorities. Part of 
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the explanation, however, lies in the definition adopted of money supply 
—currency outside the banks and privately-held demand deposits. ‘The 
total of time deposits at the commercial banks (which is excluded from the 
conventional computation of money supply) rose by just on $5,000 millions 
—about $3,500 millions of the increase occurring in the second half of the 
year, the biggest increase recorded at this season since the war. ‘This rapid 
growth in time deposits is attributed largely to the decline in yields of 
Treasury bills, itself a major effect of the measures to increase liquidity. 
Those measures were made progressively stronger as the year went on 
and it became increasingly evident that the economy was drifting into 
recession. In the early months of 1960 the Federal Reserve Board restricted 
its open market sales of securities so as to absorb only part of the reserves 


GROWTH OF BILLION-DOLLAR BANKS 


GROSS DEPOSITS CAPITAL FUNDS 
Dec 31, Rise on 

1960 Year 1959 1960 

$mn yA $mn $mn 
Bank of America, San Francisco Li va 10,805 IP 633 664 
Chase Manhattan 7 ivr as a 8,143 7.6 670 700 
First National City... Se ae ad 7,641 7.6 730 765 
Chemical Bank and ‘Trust _.... - ea 3,898 3.0 397 413 
Morgan Guaranty Trust rs ‘a - 3,646 8.5 518 551 
Manufacturers’ Trust . ei 3,465 13.8 231 244 
Security First National, ‘Los Angeles . oa 3,284 2.4 239 256 
Bankers’ Trust . i - os 3,032 12.2 277 290 
First National, ( "hicago 4 om rs 2,776 2.8 276 303 
Continental Illinois, Chicago . . * ve 2,482 4.0 272 285 
Wells Fargo Trust, San Francisco .. + 2,449 4.4 167 188 
Irving Trust... i‘ es i 1,999 19.4 143 151 
National Bank, De troit - a ss 1,904 6.6 156 165 
Hanover Bank . ide i ny 1,886 18.8 177 186 
Mellon National, Pittsburgh af ro 1,854 5.8 290 301 
Crocker Anglo- National, San Francis isco We 1,687 1.8 125 128 
First National, Boston . x an ea 1,615 0.5 197 208 
Cleveland Trust, Cleveland ~ Sa bs 1,335 0.2 116 128 
California Bank, Los Angeles .. - J 1,218 1.8 72 75 
First Pennsylvania, Philadelphia “ +s 1,119 4.2 110 113 
First Western, San Francisco . . ty ms 1,074 1.2 72 74 
Philadelphia National Bank .. - gb 1,049 re 92 95 
Republic National Bank, Dallas a 1,012 10.9 105 109 


Italics indicate banks with head offices aia New York City. 


released by the seasonal decline in deposits and inflow of currency. ‘Thus 
the net borrowings of member banks from the Reserve System, which had 
totalled around $500 millions at the end of 1959, were gradually reduced; 
by June, when the Fed made the first cut in its discount rate, member 
banks’ borrowings had fallen to a level slightly below the balances they 
held in excess of legal requirements—thus giving them a small margin of 
net free reserves. During the second half of the year the banks’ net free 
reserves were expanded aggressively. ‘The Fed made substantial pur- 
chases of bills (and towards the end of the year it also extended its pur- 
chasing—for the first time since 1958—into the bond market). Moreover, 
in August and again in November, it reduced the legal reserve requirements 
for New York and Chicago banks (finally bringing them, on December 1, 
into line with those for other cities at 164 per cent) and permitted member 
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banks to include the whole of their vault cash in their legal reserve balances, 
Reserve funds thus released totalled $1,900 millions. These massive 
releases were necessitated partly by the outflow of gold from the US 
Treasury, which totalled $1,700 millions for the full year: this outflow 
was undoubtedly the main factor absorbing bank reserves in 1960. The 
measures taken by the authorities in the second half of the year succeeded 
in raising net free reserves to almost $700 millions by the year-end. 

These reflationary efforts were reflected in a further fall in money rates 
—a fall that was arrested towards the end of the year in an attempt to curb 
the outflow of gold. For the year as a whole, however, average rates did 
not vary significantly from the relatively high levels established in 1959, 
Thus although the average market yield on three-month Treasury bills 
was 2.87 per cent in 1960 compared with 3.37 per cent in 1959, the average 
rate on prime bankers’ acceptances was in fact a fraction higher than in 1959 
at 3.51 per cent compared with 3.49 and the average rate on short-term 
business loans was appreciably higher—5.2 per cent compared with 5.0. 

Thus the effect of the expansion of the banks’ loan and investment port- 
folios on earnings was not significantly offset by a fall in money rates. The 
natural result was a marked rise in earnings. Gains of 15-20 per cent on 
the year were widespread among the big banks—and even larger gains 
among the smaller banks. Of the billionaire banks, Philadelphia National 
showed the biggest rise in net earnings—almost 19 per cent—closely fol- 
lowed by Irving Trust (18.6 per cent), Morgan Guaranty (17.9 per cent), 
Bankers’ Trust (17.6 per cent), Continental Illinois (17.4 per cent) and 
Cleveland Trust (17.3 per cent). The great majority of bank dividend 
payments for 1960 were raised either by direct additions to regular rates, 
by year-end “extras ’’, or by so-called “ stock dividends ”’. 

The growth of larger American banks is shown in the table on page 
257. It will be seen that the Bank of America, which only a few years 
ago achieved sudden fame by its established claim of the “ first ten-billion- 
dollar ’’ bank, is now marching steadily towards the round $11,000 millions 
mark (though the pace of gain in its deposits was in no way spectacular in 
1960) and that no less than twenty-three institutions now qualify as 
‘* billion-dollar’? members (against twenty last year). Mergers, of course, 
are still affecting the status of members in that list. The merger of Wells 
Fargo and American Trust has brought the new institution to eleventh 
place; Continental Illinois has joined the National Bank and Trust while, 
at the year-end, the Philadelphia National Bank announced plans to join 
with Girard National Bank and Trust to furm a new institution with total 
resources not far short of the round $2,000 millions mark. Completion of 
plans, recently announced, for the merger of Manufacturers’ Trust and 
Hanover Bank will displace Chemical Bank and Trust from its present 
position as the fourth largest banking institution in the United States. 
This merger, which has been generally welcomed, will incidentally reduce 
to ten the major banks that now form the New York City Clearing House 
Association; at the close of the second world war there were more than 
double this number of members. Manufacturers’ Trust has about 120 
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ofices and its operations might be described as “ retail’’, far more than 
is the case with Hanover, the bulk of whose funds are devoted to large 
corporation and institutional needs. One object of the merger, clearly, is 
to hasten mechanization and hold down costs. Another, of course, is to 
facilitate larger individual loans, based on aggregate resources. 

In February, plans were announced for the merger of First National 
City with National of Westchester—a consequence of the legislation 
referred to in last year’s article to permit New York City banks to break 
into the profitable suburban business. Another move stemming from that 
legislation is the plan for Morgan Guaranty Trust to form a holding com- 
pany which would control that company along with six large upstate banks 
in New York, thus creating the country’s largest bank holding company 


MOVEMENTS IN RISK ASSETS 


GOVERNMENT 
LOANS, ETC SECURITIES 
Dec 31, Change Dec 31, Change 
1960 on Year 1960 on Year 
$mn % $mn 7 

Bank of America, San Francisco we 6,699 1.5 1,782 _ 0.8 
Chase Manhattan iv a Pe 4,672 + 1.6 1,779 +69.2 
First National City vi ~ 4,255 - 3.7 1,454 +40.4 
Chemical Bank and Trust ‘a sie 2,234 0.1 570 +.24.7 
Morgan Guaranty ‘Trust ee os 2,352 + 4.] 450 + 2.3 
Manufacturers’ Trust .. a 1,505 - 7.3 713 19.6 
Security First National, Los Ange oles .. 1,647 -~ 6.] 1,055 3.0 
Bankers’ Trust .. i = a 1,567 - 0.8 672 +52.9 
First National, Chicago . . re FP 1,726 + 8.9 540 —13.1 
Continental Illinois, Chicago .. a 1,436 -11.4 528 - 5.6 
Wells Fargo Trust, San Francisco 1,412 + 6.4 635 +10.8 
Irving Trust .. 4 ‘4 - 959 - 2.6 384 +. 13.7 
National Bank, Detroit .. ba om 797 + 2.9 569 + 5.0 
Hanover Bank .. ies - 976 i. £4 442 169.2 
Mellon National, Pittsburgh - 1,055 - 0.6 509 +46 .6 
Crocker Anglo-National, San Francisco 979 + 0.8 429 + 8.1 
First National, Boston .. * y 913 — 5.0 392 1. $83 
Cleveland Trust, Cleveland... bd 835 - 0.9 301 + 5.0 
California Bank, Los Angeles 691 + 7.8 235 — 14.7 
First Pennsylvania, Philadelphia 664 + 5.8 127 — 15.8 
First Western, San Francisco .. iy 609 + 6.4 320 - 2.4 
Philadelphia National Bank .... gs 533 + 9.6 189 4+10.4 
Republic National Bank, Dallas 585 + 4.9 193 +41 .3 


(a place until now held by Firstamerica Corporation). ‘Total resources 
involved in this deal would be about $6,000 millions. The main rival of 
this new undertaking—to be known as Morgan New York State—would 
be the very much smaller Marine Midland Corporation of Buffalo, at 
present the only state-wide banking chain. ‘These plans, however, received 
a severe rebuff in the middle of last month when the New York State 
Court, as the culmination of a long campaign by the Franklin National 
Bank of Long Island, took back the freedom given to the City banks 
last year to establish branches beyond the City limits. The Court’s 
decision, against which no appeal has been lodged at the time of writing, 
ordered the closing of all the new branches that the City banks have opened 
in the suburbs. This was an unwelcome postscript to what has been in 
most other respects a golden year for the American banks. 
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Taxpayers in Court 


By A SPECIAL CORRESPONDENT 


OT the least of the demerits of our system of taxation is that 
so much of it is comprehensible only to specialists. The endless 
flow of tax cases that come before the Courts includes many very 
complicated issues. But there are always some cases of much 
more general interest, including a few that hit the headlines in the popular 
press. For our purposes, tax cases may conveniently be divided into three 
groups: those in which the individual is fighting the Inland Revenue, 
those in which his employer has given him a benefit that the Inland Revenue 
seeks to tax, and those in which companies are concerned with their own 
taxation. Their common factor is that the Inland Revenue is always on 
one side of the fence and a member of the community on the other, usually 
with the public’s sympathies enlisted automatically on their behalf. 

The degree of public sympathy must naturally vary from case to case. 
In Shiner v Lindblom [1960] 3 All ER 832, for instance, most people would 
consider that the plaintiff, who is a very popular comedian, had right on 
his side. He had purchased an option to acquire the film rights of a novel 
by Noel Streatfeild, and later he interested a production company in the 
idea of filming the book, with himself in a leading part. The company 
insisted on themselves acquiring the film rights, and the plaintiff therefore 
exercised his option, and resold the rights, at a profit, to the company; 
thereafter the film was made. The Inland Revenue sought to tax the 
profit on the sale of the film rights either as part of his earnings as a film 
actor or as a transaction in the nature of trade; but Danckwerts, J, had 
no difficulty in finding for the plaintiff on both counts: the sale was the 
realization of an investment, and the investment was an isolated transaction. 

In another case before the same judge the Inland Revenue received a 
more widely publicized defeat. In Crossland v Hawkins, The Times, 
November 15, 1960, the plaintiff was another popular actor—Jack Hawkins 
—on behalf of whose children a company controlled by trustees had been 
established by the children’s grandfather. Later the plaintiff sold his 
services to the company for a total of £900 during.a period of twelve weeks, 
during which time the company received £25,000 for his acting in a film. 
For many years all kinds of attempts have been made to spread earnings 
bearing a high rate of tax over the taxpayer’s family; this one succeeded 
because the company had been established by the grandfather, not by the 
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father himself, and quite independently of the particular transaction. Here 
perhaps natural sympathy is a little tempered; but the judge himself spoke of 
“the very natural object of trying to minimize . . . liability for surtax ”’. 

A third example of Individual v Inland Revenue, with an interesting 
banking slant, can serve as a reductio ad absurdum of the tax avoidance 
process. Thomson v Moyse, the High Court hearing of which was discussed in 
The Banker in October, 1958, reached the House of Lords last year—[1960] 
3 All ER 684. It concerned an American-born British subject who received 
income in the United States, some of which was held in the Bank of 
America in New York. On occasion he drew cheques on the Bank of 
America, and sold them to the Midland Bank or Seligman Bros in 
London, receiving the sterling equivalent for them. The bank then re- 
mitted the cheques to New York, and received the dollars there. It did 
not, it will be noted, “collect” the cheques for its customer—the trans- 
action was an outright purchase, the customer receiving the sterling at 
once, although, naturally, with recourse. The question in dispute, which 
it took the House of Lords to answer, was whether in these circumstances 
the sums paid to the taxpayer had been ‘‘ brought into the United King- 
dom ’’; the High Court and the Court of Appeal had found for the tax- 
payer, but the House of Lords unanimously allowed the Inland Revénue’s 
appeal. One may be permitted a certain mild astonishment that precedent 
and logic could for so long obscure a fairly plain state of fact. 

Ranking high among the second group of cases, concerning the taxation 
of benefits given by an employer, is Wilkins v Rogerson. Here the employers 
arranged with a firm of tailors for certain employees to receive clothing to 
a value of £15 each: the question at issue was whether the employees 
thereby received a taxable emolument of £15, or whether they could be 
taxed on only £5, the agreed second-hand value of the clothes—on the 
grounds that as soon as the clothes were received they were worth only 
the second-hand value. This case, an earlier hearing of which was dis- 
cussed in The Banker a year ago, recently reached the Court of Appeal— 
(1961] 1 All ER 358—which unanimously affirmed the decision of Danck- 
werts, J, that only £5 was taxable. 


Club Subscriptions—“* Hard Result *’ 


Rather more debatable was the decision in Brown v Bullock [1961] 
| All ER 206, in which a bank manager’s club subscriptions were in dispute. 
The bank reimbursed the whole of one and half of another of their manager’s 
subscriptions; since these fell to be assessed under Schedule E, the test 
was whether the subscriptions were ‘‘ wholly, exclusively and necessarily ” 
paid in the performance of his duties as manager. (This test must be 
contrasted with the more generous criterion under Schedule D, which 
applies to self-employed persons, in which “ necessarily ’’ does not occur.) 
Danckwerts, J, held here, albeit with reluctance, that when the manager 
used the club, even when he was entertaining bank customers there, he was 
“ot really acting in the performance of his duties as manager of the bank. 
He is no doubt adding to his usefulness as a bank manager. ... Never- 
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theless, though it seems to me rather a hard result, I think I am bound to 
reach the conclusion that it is not a deductible expense’”’. In practice, 
this is probably fair enough; members of clubs do make personal as well 
as business use of them, and this personal use may often be fairly paid for 
by the tax on the subscription, which is their only outgoing. But the 
contrast between the criteria applied under the two tax schedules remains. 

In Barclays Bank Ltd v Naylor [1960] 3 All ER 173 the circumstances 
were more complicated. Imperial Chemical Industries devised a scheme 
for the benefit of its employees serving overseas under which part of the 
cost of educating their children in England would be met by the company. 
The company established a trust, legally distinct and separate from the 
company itself, to which money was transferred; and the trustees made 
payments to bank accounts opened in the names of the children concerned. 
These payments, which were intended to be income of the children, were 
made subject to deduction of tax, and in the case in question the bank’s 
income tax department had claimed repayment of the tax deducted, on 
behalf of the child, their customer. In order that the school fees should 
be paid when due the company had made a loan of the amount of the tax 
deducted, the loan to be repaid out of the proceeds of the claim. Cross, J, 
held that the tax deducted could in fact be recovered. He remarked that 
neither the father nor the child was bound to give any consideration for 
the payments made by the company; the company made the payments 
from commercial motives, but the father was not under any obligation, 
either legal or moral, to continue to work for it. Nor could payment made 
by trustees for the benefit of the child of school bills for which the parent 
was responsible become, per se, the parent’s income. 

The final successful avoiding exercise to be discussed in this group is 
Abbott v Philbin [1960] 2 All ER 763. A limited company offered some 
of its employees options to purchase shares of the company at the then 
market price, and the appellant in accordance with the terms of the offer 
paid {20 for an option to buy up to 2,000 shares. Eighteen months later, 
when the shares had gone up from 68s 6d to 82s, he exercised the option 
in respect of 250 shares, and he was assessed to tax on his profit. Rox- 
burgh, J, had held that the option was a perquisite, assessable to tax only 
in the year in which it was granted, and that any increase in value of the 
option represented capital appreciation. The Court of Appeal unani- 
mously reversed this judgment, and held that the value should be assessed 
in the year in which the option was exercised. Now the House of Lords 
by a majority of three to two has restored the judgment of Roxburgh, J, 
so that though the taxpayer won he did so with the support of only four 
of the nine judges who had considered the case. 

In the third group of cases, in which the Inland Revenue’s opponents 
are companies, we have first Cenlon Finance Co Ltd v Ellwood [1960] 3 All 
ER 390. Here the taxpayers were a company trading as dealers in stocks 
and shares who bought in October, 1953, the whole of the issued share 
capital of another company. In November of that year this second com- 
pany paid them as shareholders £25,000, a portion of a capital profit lately 
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made by the second company. ‘Tax was assessed for the year on the basis 
that this dividend was not a trading receipt to be brought into tax. In.1956 
a new inspector considered that the payment of £25,000 ought to have 
been included as a trading receipt in the accounts, and raised a new assess- 
ment. But Cross, J, held that the Revenue failed on two grounds—first, 
that dividends paid by a company were franked from tax in the hands of 
the recipients, whether they were paid out of income or capital, and whether 
or not tax had in fact been paid; and second, that even if this were not so, 
the finality of the earlier assessments precluded the raising of additional 
assessments in the absence of any fresh facts, and here the Revenue had 
known all the relevant facts at the time of the original assessment. 

The Cenlon Finance report, incidentally, is of some wider interest, for 
in the course of his judgment Cross, J, touched on a question that has 
probably occurred to very few recipients of taxed dividends: the tax 
deducted is the tax paid by the company on its profits, so why should the 
recipient not also have to pay tax, on the net amount he receives? There 
is in fact no express exemption, but the Income Tax Acts have always 
been construed in this way: 

At one time it was suggested that this was because the tax paid by the company 

was paid by it as agents for its shareholders. This idea is now discredited. . .. 

In effect, when one comes to consider the tax liability of the shareholders, the 

company is treated as though it was a partnership in which the shareholders 

were partners, and the profits made by the company are treated as though 
they had been made by the shareholders. 


After this alarming glimpse into. what unmitigated logic might -have 
produced we may turn with relief to the comparative simplicity of Jeffery 
v Rolls-Royce Ltd [1960] 2 All ER 640, in which, as Pennycuick, J, put it 
in his judgment, “‘ the taxpayer company was incorporated in 1906 and 
has ever since carried on the trade of manufacturing and selling motor cars. 
During the first world war the taxpayers began to manufacture aircraft 
engines, and the manufacture and sale of aircraft engines has become the 
larger part of the taxpayers’ trade”. Between 1946 and 1953 it entered 
into a number of agreements with certain foreign governments under which, 
in return for lump sums, it engaged to provide drawings and information 
which would enable those governments to manufacture aircraft engines; 
in other words it agreed to sell its ‘know-how ’”’. Despite the decision of 
the House of Lords in the Evans Medical Supply case (referred to in The 
Banker in January, 1958), the Inland Revenue argued that the lump sum 
receipts were revenue receipts of the trade carried on by the taxpayer in 
two ways, first by the manufacture of aircraft engines and second by 
teaching others how to manufacture them. The judge said, “ The trade 
imputed to the taxpayers by this contention appears to me to be something 
of a travesty of the facts”, and he had no difficulty in holding that the 
receipts were each the price of a capital asset, ‘‘ comprising the value of 
the technical knowledge in the particular country lost by its communication 
notwithstanding the absence of previous exploitation there’. That seems 
a reassuringly sensible note to end upon. 
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Brighter Prospects for Growth ? 


By L. C. WRIGHT 


T is a sad economic paradox that in the close confines of Britain’s 

buoyant economy there still exist regions where development is pain- 

fully slow and unemployment stubbornly high. Scotland is one such 

region. Over the post-war period the growth of the Scottish economy 
has been extremely slow and its average rate of unemployment double 
that of the United Kingdom. Between 1954 and 1959 industrial produc- 
tion rose in England and Wales by 12 per cent, in Northern Ireland by 
some 20 per cent, but in Scotland by only a bare 2 per cent. This contrast 
is usually explained away by pointing to Scotland’s heavy reliance on 
extractive industries (9.6 per cent of its production against 6.8 per cent 
for the United Kingdom as a whole), and its bigger share of declining 
industries such as shipbuilding, textiles and heavy engineering. However, 
this fails to explain why even in expanding industries such as chemicals 
and light engineering, Scottish growth has been slower than for the rest 
of Britain. The sluggishness of the Scottish economy has been associated 
—partly as cause, partly as effect—with a disquieting loss of labour: every 
year 20,000 Scots emigrate, roughly half of them to England and the rest 
overseas; three-quarters of these emigrants are in the 14 to 44-year age- 
group, many are skilled workers. What are the true causes of the sluggish- 
ness of Scotland’s economy and how can the tempo be speeded up ? 

The problem has not been neglected. Ever since 1945 Government 
policy has been directed towards attracting industry into areas of high 
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unemployment and, by providing housing, to encourage labour to move 
to places where jobs were available. By 1958 this policy had achieved 
considerable success, notably in South Wales and Merseyside, and this 
made it essential to take stronger measures in the remaining areas of heavy 
unemployment. Over the years the problem had changed in character. 
The concept of Development Areas, a hangover from the Depressed Areas 
of the ’thirties, ponderously defined by Parliament, was clearly too static 
for an economy where pockets of unemployment might suddenly appear 
and disappear. ‘Thus the Location of Industry (Industrial Finance) Act of 
1958 replaced Development Areas by Development Districts—defined as 
places where, in the opinion of the Board of Trade, a high rate of unem- 
ployment exists, or is to be expected, and is likely to persist. ‘This more 
flexible approach was reinforced by the Local Employment Act of 1960. 
The Board of Trade helped by an independent advisory committee 
(BOTAC) can now, without reference to Parliament, add new names to 
the list of Development Districts and delete names from it. Besides 
offering the usual inducements of cheap factories and, more recently, grants 
to firms wishing to build for themselves in Development Districts, the new 
policy has been armed with the powerful instrument of Industrial Develop- 
ment Certificates (IDCs), which must be obtained from the Board of Trade 
for new construction covering an area exceeding 5,000 square feet (appli- 
cations for developments covering more than 10,000 square feet, indeed, are 
considered at ministerial level). By keeping tight control over all appli- 
cations for IDCs in areas of low unemployment it is hoped to steer industry 
towards the Development Districts. 


Immigrant Industries and Diversification 


This new policy appears to have made some marked progress in Scotland 
towards providing new capacity and diversification of industry. Thus 
under the 1958 Act, 55 applicants received {£2 millions in grants towards 
plants in Scotland. Even more impressively, £8.2 millions of financial 
assistance was received by firms through BOTAC for the period up to 
mid-1960; in addition some £6 millions worth of buildings was provided. 
From this it would appear that well over half the total outlay on buildings 
and grants under the Local Employment Act is now coming to Scotland. 
The total projects approved for Scotland in 1958 covered an area of 3.9 
million square feet and offered a job potential of 5,000; in 1959 the total 
rose to 6.1 million square feet with a job potential of 7,000; and in the 
first six months of 1960 it rose to 4.6 million square feet with a job potential 
of 13,000. ‘Two features of these new projects must be noted. First, an 
extremely good mix of new industry has been achieved, while there are still 
weaknesses in electronics and machine tools, the progress of diversifica- 
tion has made great strides, thanks, especially, to the break-through into 
the motor industry. Secondly, of an estimated 25,000-job potential at 
mid-1960, Scottish firms were to provide 8,500, English immigrant firms 
10,500, and North American firms 4,800: this is in line with earlier trends, 
since over the period 1945-59, 60 per cent of all major developments and 
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70 per cent of jobs on the Scottish Industrial Estates have been provided 
by immigrant firms. All this underlines the curious inability or reluctance 
of many Scottish firms to expand. 

So far, it would appear that this incoming industry has not counteracted 
the pull of the Midlands and South-East England; nor does it appear to 
have encouraged labour mobility within Scotland. Admittedly, there has 
been some movement within Scotland, notably the 10,000 persons who 
have moved to the new towns in the last five years and the planned redeploy- 
ment of the mining force, but there are comparatively few cases of skilled 
labour in one part of Scotland moving to another. Apparently it is still 
easier to persuade the Scot to move 300 miles or 3,000 than 30. Skilled 
labour in Scotland still prefers to move to England where earnings are 
higher and housing better. A major factor inhibiting movement within 
Scotland is that there is no method by which “ rights ”’ on housing waiting 
lists in one area can be transferred to another; in England this barrier is 
rather less formidable because it is socially more acceptable for a worker, 
particularly a key-worker, to buy a house. Since most effort has been 
concentrated on moving surplus labour from Glasgow it is not surprising 
that most success has been achieved there. There has probably been a 
fall of 5,000 in the city’s labour force, but it is difficult to obtain any firm 
estimate—partly because, paradoxically, it has by and large been easier to 
shift labour from Glasgow than industry. Overspill population, for example, 
finds employment with immigrant firms in the new towns, but as fast as 
these workers move out of Glasgow their jobs are taken either by workers 
previously unemployed, or by incomers from the rest of Scotland. So far 
a planned movement of industry and labour together has proved difficult. 

Happily, the surplus labour that abounds in Scotland bears little resem- 
blance to the solid, immovable, near-unemployable pool of the inter-war 
years. It is relatively young, surprisingly fluid, and has few physical 
limitations. ‘There is much movement into and out of local employment 
(reflecting in part the number of dead-end jobs taken by school-leavers). 
But, despite all the talk about availability of skilled labour in Scotland, 
most of it is only semi-skilled. Certainly there is an acute shortage of the 
newer skills. Building apart, there is even a shortage of the older skills 
—this is confirmed by a decline in the numbers of school-leavers entering 
apprenticeship. Thus in 1955, 40 per cent of school-leavers became 
apprentices, but by 1959 the proportion had fallen to 31 per cent. Simi- 
larly only 11 per cent of Scottish youths attend day release schemes, com- 
pared with 22 per cent in England. This trend may not be so discouraging 
as would appear at first sight. It could reflect a much needed swing away 
from the older heavy industries, with the result that existing educational 
facilities are unsuited to the newer industries. This is suggested by the 
tendency of incoming light industries to run their own training schemes. 

The Scottish Council has suggested that, allowing for further shrinking 
of the declining industries, Scotland needs 12,500 new jobs each year just 
to keep pace with the current rate of expansion in England. In fact this 
is probably an under-estimate in the short run since the “ bulge ”’ in school- 
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leavers is more heavily concentrated in Scotland and, in any case, fewer 
children stay on after fifteen. A figure of 15,000 jobs a year would be 
more realistic. In the short run, at least, there seems a fairly good chance 
that this rate of potential vacancies can be achieved. In 1960 some thirty 
new enterprises began in Scotland, providing additional jobs for 12,000. 
This represented an increase of 20 per cent on the yearly average for the 
period 1945-59. Furthermore, the net effect on employment was probably 
greater than it had been for some years, since the contraction in coal, ship- 
building and textiles was halted. A similar expansion should occur this 
year and in 1962, thanks mainly to the coming of the British Motor Cor- 
poration and the Rootes Group. Further progress, however, depends on 
the overcoming of a number of economic and sociological impediments. 

The economic factors are easy to distinguish but hard to quantify, 
Recently, for example, there has been a great deal of discussion about 
Scottish resources. While much of this has been rather unrealistic, it has 
served to bring out that Scotland has the necessary infrastructure for 
growth—namely, an intelligent and adaptable labour force, adequate power 
and water supplies, good transport, reasonably easy access to capital, and a 
fair sprinkling of technical know-how. But, of course, there is a wide 
gulf between potential and actual development (a report last year by Houston 
Junior Chamber revealed that Texas had 73 minerals in commercial quan- 
tities as yet unexploited). Scottish resources are mainly human resources: 
thus the first economic question is whether the volume of immigrant invest- 
ment will be kept up in future. In the past firms have been attracted to 
Scotland by the availability of labour and factory sites, by marketing advan- 
tages and by the promise of greater profitability. In the provision of 
labour and factory sites Scotland is still well placed—but no more so than 
a dozen other areas in Europe; the advantage for American and English 
firms in having an English-speaking workforce is probably offset by the 
lower wage structure and less rigid unionism on the Continent. Moreover, 
the attractions of the UK market of 50 million consumers and its Common- 
wealth links—which proved a powerful inducement to newcomers in the 
past—have been severely reduced by the emergence of the European 
Economic Community, with its more impressive rate of growth. Thus 
the attractive power of Scotland tends to rest increasingly on the question 
of relative profitability. 7 

There seems to be a general feeling that profits in Scotland are somewhat 
lower than in England. ‘Taking annual gross profits per employee as a 
rough measure, the 1957 census showed English firms to have appreciably 
better results than Scottish in shipbuilding, marine engineering, textile 
finishing, cocoa, chocolate and sugar confectionery, brewing, and paper 
and board manufacture. On the other hand, Scotland had an advantage 
in brick and fireclay, miscellaneous forgings, woollen, worsteds, wholesale 
bottling, and spirit distilling. For all manufacturing industry the average 
gross profit per employee was £392 for the United Kingdom and £370 for 
Scotland. Much more significantly, perhaps, immigrant firms seem to 
show markedly higher rates of profit than do their Scottish counterparts. 
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Even though special inducements to attract industry seem to be working 
at present, they have only a limited value. If everything else is satisfactory 
low rentals and cheap factories will influence choice of location. But rent 
and transport cost, for example, in light industries often form but a small 
part of total cost (it would be hard to find firms genuinely deterred by the 
“remoteness ”’ of Scotland). ‘There is an element of fashion about locating new 
industry and a good industrial address can bring real benefits. Significantly 
enough, despite all the inducements and tacit direction of industry, last 
year Scotland received only 11 per cent (in number) of all Industrial 
Development Certificates issued for the United Kingdom. The pull of the 
Midlands and South-East England remains strong. 


A Case for Unfair Shares ? 


The reluctance to move north is sociological as well as economic. In 
general Scotland is still not popular with middle management and super- 
visory staff, partly because of the difficulty in obtaining “ superior ”’ 
housing there. Further, since much of the revenue from local rates in 
Scotland is devoted to providing highly subsidized local authority housing, 
the general level of civic amenity tends to be lower than in England. 
Salaries are often smaller. Even worse is the plight of research staff; they 
find, even in big cities, a sad lack of kindred spirits. The situation is im- 
proving but progress could be speeded up by grouping similar industries 
together. This might involve favouring one development district at the 
expense of another, but there would be an immense advantage in having a 
single scientific-cum-technological nucleus. Action to remove the socio- 
logical as well as economic impediments to growth would help to ensure 
that the fine post-war record in attracting industry is maintained. 

The urgent need to remove all impediments to the establishment of new 
industry is underlined by the emergence of the Common Market, which is 
already seriously reducing the proportion of US investment in Europe that 
comes to Britain. This increasing competition for outside capital must 
focus attention on the poor growth record of native firms. Various explana- 
tions have been offered for this. One is that Scotland suffers from a lack 
of firms rather than from deficiencies on the part of existing companies. 
This argument derives some support from statistics of registered com- 
panies: Scotland does relatively well for public companies with 12 per cent 
of the UK total (some 1,300 out of 11,000), but private companies account 
for only 5 per cent (17,600 out of 365,000). Overall Scotland accounts for 
only 6 per cent of total firms in the United Kingdom. Without accepting 
the hoary argument that Scotland having 10 per cent of the UK population 
should also have 10 per cent of industry, these figures do seem to suggest 
that the number of firms in Scotland may be too low. There can be little 
doubt that capital to finance additional firms is available. One interesting 
indicator of this is the Analysis of Personalty for Death Duties; of estates 
examined in 1959-60, Scots were found to leave 12 per cent in British 
Government securities, 17 per cent in British quoted companies’ stock, 
and 11 per cent in cash and bank deposits. They left only 7 per cent in 
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unquoted British securities valued for probate. This is a well-established 
pattern; it might indicate a conservative attitude towards the use of capital. 
Tentatively it has been suggested that an unusually large amount of Scottish 
investible funds are controlled by the professions, savings institutions, and 
insurance companies, whose investment policies tend to reinforce well- 
established companies and not to assist new ventures. 

A more telling weakness is the lack of a managerial class. Scottish 
management tends to be inbred, with recruitment taking place on a narrow 
basis. This, in turn, has made possible a lower salary structure. Thus 
the best Scottish graduates are readily employed in England at higher 
starting salaries and better prospects than Scottish firms, as yet, are willing 
to offer—willing, it should be noted, not able. To a lesser degree this also 
applies to Scotland’s small reservoir of skilled labour. Firms tend to adopt 
a passive attitude to wages, being content to follow the nationally negotiated 
pattern. If more Scottish firms were to experiment with job evaluation, 
merit rating and similar schemes (as many US immigrant firms do) skilled 
workers might be able to earn as much in Scotland as they can in England. 
This passivity of employers about wages is, however, matched by that of 
the unions and little progress has been made towards a more effective 
wage-structure. Perhaps this obsession with the cost of factors of produc- 
tion, whether of management, labour or land, rather than their potential 
productivity in part accounts for the failure of Scots firms to grow. 

Turning to the longer-term prospects, the outlook, despite many uncer- 
tainties, is becoming more favourable. For this the projected motor plants 
of BMC and Rootes, the starting up of the Ravenscraig steel strip mill, and 
the new Forth road bridge are largely responsible. At Bathgate and Lin- 
wood the two motor manufacturers will create areas of high earning and 
high employment that should attract skilled labour, ancillary industries, 
and new training facilities. Other firms in these two areas will have to 
compete for specialized labour and, having to pay more for it, should use 
it more efficiently than before. Ravenscraig presents a chance to break into 
the tinplate market now monopolized by Wales. Finally the Forth and 
(later) the Tay bridges should open Fife to new industry. Even ship- 
building may fare relatively better in the years ahead than its foreign com- 
petitors, who are more heavily committed than is the Clyde to the fast- 
shrinking market for tanker tonnage. Similarly, the worst of the con- 
traction in coal appears to be over. It may be prudent to temper this 
optimism by a reminder that a motor industry could bring instability to the 
Scottish economy; that a strip mill by itself creates little employment unless 
its products are used for goods manufactured in Scotland; and that—above 
all—new industry needs new ideas. 

There are unknowns, too, in marketing. At present most Scottish goods 
go to England and sales depend on the level of activity there. Most of the 
goods sold outside the United Kingdom are shipped to traditional markets 
in the Commonwealth. True, immigrant firms explore a much wider 
spread of markets, including continental Europe: while this has helped 
them to grow rapidly, it has also made them vulnerable to increasing com- 
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petition from or within the Common Market and the European Free Trade 
Association. In particular the watch and clock industry will face strong 
Swiss competition within the EFTA. Here again the challenge is drawing 
a response: there are the rudiments of a policy of diversifying markets as 
well as products. Such diversification is essential if the Scottish economy 
is not to remain a somewhat more lethargic version of the English. 

On the whole, then, it appears that Scotland is headed generally in the 
right direction. There has been a substantial inward movement of industry 
of international repute which in time will form a nucleus for further ex- 
pansion. On the other hand, the response within Scotland to measures 
designed to move industry and labour has been disappointing. Moreover, 
because of the “‘ fashion ’”’ element in location it is difficult to dissuade 
firms from moving to large burghs. In consequence, every small town 
that accepts overspill from Glasgow or that has a handful of unemployed 
out of a tiny labour force clamours to be placed on the list of Development 
Districts. Whatever the political or sociological benefits, it is economic 
nonsense to spread assistance too thinly on the ground. Placing a small, 
unattractive (to industry) town on the Development District list will not 
make it, even with financial aid, a good industrial location. At present 
there is a danger of attracting very marginal industry to very marginal 
locations. ‘There is need, also, to preserve another perspective. Scotland 
by any national standard, other than the welfare British standard, is an 
area of high incomes and high employment: it is, surely, on these lines 
that it should be sold to potential investors. 





Are Scots Banks Fully Lent ? 


By F. S. TAYLOR 


HE Scots bankers, like the clearing bankers, must look back on 

the past year with somewhat mixed feelings. On the one hand, 

the year has seen advances reach their highest ratio to deposits 

since 1932; it produced higher salaries for bank staffs, and, as the 

end-1960 accounts of the clearing banks showed, it produced bumper 

profits and increased dividends for shareholders. On the other hand, it 

was also the year of Special Deposits, and of an effective “ funding ”’ 

squeeze on bank liquidity, and it showed that the impact of higher interest 
tates on the profits of the banks’ HP subsidiaries could be serious. 

So far as the Scottish banks in particular were concerned, it was the 

year in which deposits ceased to expand. The process of erosion of the 
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Scots banks’ share in aggregate deposit business had, in fact, been going 
on for some time but inflation and the absence of adequate statistics had 
tended to mask its development. Now, after the publication first of the 
evidence given by the Scots banks before the Radcliffe Committee and, 
from last August, of regular monthly figures for those banks as a group, 
the process can be more precisely observed. It has proceeded side by side 
with a decline in deposit banking as a whole relative to the scale of business 
activity. Between 1951 and 1959 the ratio of total bank deposits—clearing 
banks and Scots combined—to national income declined from 58.9 per cent 
to 40.7 per cent. A trend of this kind was, no doubt, to be expected, for 
the economy was still in an over-liquid condition in 1951; but the effects 
in Scotland have been more considerable than in England, since the ratio 
of the Scots banks’ deposits to total deposits declined over the period from 
10.8 to 10.1 per cent. Then, in 1960, thanks to the pressures from official 
policy, deposits failed to show their seasonal rise in the autumn. Mainly 
for that reason, by December last the aggregate gross deposits of the Scots 
banks were {22.2 millions below their end-1959 total. To complete the 
picture it should be added that the trend of current accounts has been even 
less encouraging than that of total deposits. The whole of the increase in 
total deposits from 1951 to 1960 was due to deposit accounts, which had 
risen by £56 millions, or roughly one-sixth, whereas current account balances 
had fallen by £12 millions, about 3 per cent, so that by 1960 the deposit 
balances had come to exceed current by £26 millions—taking annual average 
figures in each case. (This phenomenon, it may be noted, was not confined 
to Scotland, for clearing bank deposit balances rose between 1951 and 
1960 by not far short of four times as much as did their current accounts.) 


The New Charges 


The Scottish banks’ new rates of charge for current accounts and their 
relaxation of the hitherto somewhat rigid structure of interest rates on 
overdrafts, changes that were noted in The Banker last month, have to be 
seen against this background. ‘The occasion for the changes was the intro- 
duction by the clearing and Scottish banks simultaneously of “‘ Stage 3” 
of the credit-clearing plan.* The acceptance of credit transfers from 
non-customers was not, in fact, a novelty in Scotland. The banks have 
been accepting money for transfer from anyone for as long as one can 
remember, but the use of this facility by non-customers was, naturally, 
somewhat limited. The charge (levied on the transferor) varied, however, 
according to the nature of the transaction—a salary remittance, tradet’s 
credit, banker’s order or hire-purchase payment. Now, however, all will 
be charged at the same rate of 6d per payment, though there are, of course, 
certain exemptions, e.g. for customers transferring money for their own 
credit at another branch of the same bank. 

The decision to fix the credit-transfer charge at this level immediately 





* Surveyed in a special article, ‘‘ The New Credit Transfer Service ”, by B..C. Sharp, in 
the March issue of The Banker.—ev. 
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ing A new One Pound note, scaled to the 
slenderer proportions of the Bank of England 
cts One Pound note, was introduced last month by 
. the Clydesdale & North of Scotland Bank. 
sial The other four Scottish banks are all 
nly considering the re-design of their 


the notes to this standard size. 
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brought the minimum charge for current accounts under review, for the 
banks have no wish to see the credit-transfer system develop at the expense 
of the cheque. Since 1958 the standard charge in Scotland for the conduct 
of such accounts has been 30s per ledger page (i.e. 9d per entry), with an 
offsetting allowance of 9d per £100 of minimum credit balance per month. 
It could hardly be contended that this was an excessive charge for business 
accounts, but for personal accounts it was high by comparison with the 
Midland Bank’s well-publicized Personal Cheque Account, and the charge 
for credit entries could all too easily be evaded by making payments in to. 
a savings account and transferring sums from it periodically as they were 
required. ‘I‘he new charge, as noted last month, is 6d per debit entry and 
the former minimum of 12s 6d per half-year has been abolished. The 
offsetting allowance will be 6d per £100 per month. 

In their announcement, the banks laid heavy stress on the word minimum, 
and stated that accounts that give more work than can reasonably be regarded 
as covered will be assessed individually and charged accordingly. Similar 
statements have been made on previous occasions, but by fixing the charge 
at a level appropriate to the smaller accounts rather than to the average 
account the banks have broken with former practice. Now they must 
either lose income or must make a serious effort, in a very competitive 
market, to equate charges to work done and the value of the balances 
carried. ‘The intention, therefore, appears to be to come closer to present 
English practice, but it will be interesting to see what will be the effect on 
charges, in both countries, of the existence of an alternative method of 
remitting funds. 

There has also been a significant change in interest-rate practice. The 
Scottish banks, as is well known, have for many years—actually since 1836 
—charged interest on advances at fixed rates agreed among themselves 
whenever Bank rate is changed. ‘The lowest rate for fluctuating overdrafts 
is known as the “ cash account” rate; the other agreed rate, the “‘ over- 
draft” rate, is generally 1 per cent higher. Cash-account rate stands at 
present at 64 per cent, i.e. 1$ per cent above Bank rate. This is not a 
“fine” rate and the banks have now stated that, in approved cases, they 
will concede a rate of 4 per cent below cash-account rate. ‘This presumably 
is intended for use in those cases, not perhaps very numerous but involving 
large amounts, where failure to quote a better rate might lead to the loss 
of business to an English bank or to some other financial institution. 

The banks have also given notice, however, that, although they will 
continue to give immediate credit for cheques paid in to overdrawn accounts, 
in calculating interest they will defer credit for three days. This will, in 
effect, increase interest charges generally; but it is logical that the banks 
should raise their lending charges if, in fact, they are approaching a fully- 
lent position. 

At first sight the monthly figures now published by The Banker as a 
tegular feature (see page 295), and perhaps especially the fact that the 
ratio of advances to deposits is still somewhat lower than that shown by 
the clearing banks, seem to indicate a fair margin for increased lending.. 
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Bank Balance Sheets Analysed 


TABLE I 
SCOTTISH BANK LIABILITIES* 
({ millions) 








_ DEPOSITS ~ 

Change Index Capital Note 

on 2=100 Resourcest Issues 

1952 1959 1960 1959 1960 1959 1960 1960 

Bank of Scotland (Feb) 163.4 173.4 181.4 + 8.0 111.0 92 i255 ws 
Royal. Bank of Scotland 

(Dec) 6 337-0 437.2 135.3 - 1.9 98.8 12.0 16.4 18.1 
‘British Linen Bank 

(Sept) i 77:8 G4 87.1 - 1.3 312.6 42 42 se 
National Commercial 

(Oct) ap .. 218.2 236.2 226.9 —- 9.3 104.1 13.6 20.6 40.7 
Clydesdale & North 

(Dec) .. 159.2 183.3 1936 +10.3 121.6 6.4 6.4 24.6 


* All figures in these tables are at varying balance-sheet dates (for 1959 and 1960 at end 
of month stated in each case). 
+ Paid-up capital, reserves and profit carried forward. 


TABLE II 
ADVANCES 
(£ millions) 
Index 
Change on 1952=100 
1952 1959 1960 1952 1959 1960 | 
Zo" 7 | 
Bank of Scotland . Sete © 22 Sa (32 6) + 5.6 + 5.9 110.4 
Royal Bank of Scotland 46.2 (33 7) 593 63 0 (46 7) +16.8 + 5.7 136.4 
British Linen Bank 18 3 (23 5) 316 43.5 (50.0) +25.2 +11.9 pS Be 
National Commercial... 59 0(27 0) 96 0 101.5 (44.7) +42.5 + 5.5 172.0 
Clydesdale & North .. 42.5 (26.7) 562 63.7 (32.9) +21.2 + 7.5 150.0 
* % of gross deposits. 
TABLE III 
INVESTMENTS 
(including Trade and Subsidiaries) 
(£ millions) 
Change on 
1952 1959 1960 1952 1959 
Bank of Scotland... 78.1(47.8) 77.1 78.3 (43.2) +02 +4142 
Royal Bank of Scotland 66.3(48 4) 38.9 31.7 (23.5) —34.6 -7.2 
British Linen Bank 41 7(53 6) 362 30.6 (35.2) —-11.1 -5.6 
National Commercial .. 95 9(44 0) 756 66.5 (29.3) —29.4 -9.1 
Clydesdale & North 78.9 (49.6) 83.9 74.8 (38.7) —- 4.1 -9.1 
, TABLE IV 


LIQUID ASSETS AND RATIOS 
(£ millions) 
** GROSS ”’ LIQUID ASSETS 


AND NOTE COVER* ** NET ”’ LIQUED ASSETST 





1960 1959 1960 
Yo Yo Yo Yo 
Bank of Scotland . 78.2(38 9) 82.9 (39.5) 25.9 (14.9) 29.7 (16.4) 
Royal Bank of Scotland 56 3 (36 6) 59.8 (39.1) 29.7 (21.6) 31.9 (23.6) 
British Linen Bank .. 37 5 (36 6) 29 7 (29.2) 14.6 (16.5) 10.3 (11 8) 
National Commercial 89 5(32 8) 95 9 (35.8) 40.1(16.1) 44.8 (19.8) 
Clydesdale & North 73 3(35 2) 82 9 (37.8) 26.3 (14.3) 31.2 (16.D 


* Cash, call money, bills and balances with and cheques in course of collection on other 
banks in the United Kingdom and Eire; these “‘ gross’ assets then being expressed as 


percentages of gross deposits plus note issues. 


+ Excluding (i) portion of cash required as statutory cover for note issue, (ii) balances, 
and cheques in course of collection; these ‘‘ net ’’ assets then being expressed as percentages 


of gross deposits alone. 
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But Mr David Alexander, General Manager of the National Commercial 
Bank of Scotland, speaking in Edinburgh in February, expressed concern 
about the possibility that the Scottish banks might have difficulty in meeting 
legitimate demands for advances if deposits did not increase (or the 
quthorities did not adopt a less restrictive attitude). Advances, as well as 
deposits, have in fact grown less rapidly in Scotland than in England in 
recent years. This is very clearly shown by the table on page 276 
which presents indices of monthly averages of net deposits and advances, 
using 1952 (the first full year of “ Radcliffe ”’ statistics) as a base. 

By the last make-up date in 1960 the ratio of advances to (gross) deposits 
was 42.0 per cent for the Scots banks, compared with 45.2 per cent for 
the clearing banks, while the investment ratio was 36.5 per cent, compared 
with 17.1 per cent. ‘These proportions hardly seemed to indicate a fully- 
lent position in Scotland. ‘The available margin is almost certainly much 
less than it appears, but to judge of this we must first attempt to analyse 
the difficult question of liquidity. It is difficult because it admits of no 
simple, straightforward answer; but since The Banker has produced its own 
formula for calculating a liquidity ratio, some space must be given to 
explaining differences between Scottish and English practice. 


Two Concepts of Liquidity 


In the monthly aggregated statements issued by the Scottish banks—no 
monthly figures are published for the banks individually—the items grouped 
as liquid assets comprise cash and Bank of England balances, call money, 
bills discounted and balances with and cheques in course of collection on 
other banks in the United Kingdom and Eire.* ‘The banks then express 
the total of these assets as a percentage of gross deposits plus notes in 
circulation. The Banker formula excludes “ Balances, etc ’’, on the ground 
that some unknown portion of it consists of claims by Scottish banks on 
one another; and it also excludes that part of the cash that is held as cover 
for the note issues, the “‘ net ”’ liquid assets then being expressed as a ratio 
of deposits alone. ‘The banks’ formula produces a ratio which, on the 
annual average figures, has been around 35 per cent for the past five years, 
but was down to just over 31 per cent by February last. The Banker 
formula showed 16 to 18 per cent at year-end dates from 1956 to 1960, 
but about 14 per cent at the latest date. Both formulae have their uses 
and difficulty arises only if one endeavours to make comparison with the 
practice of the clearing banks, for to do this is to compare note-issuing 
banks with non-issuing banks. 

The Radcliffe Committee—as Mr Ian Macdonald, chairman of the 
National Commercial Bank, pointed out in an article in The Banker just 
twelve months ago—explained that a note-issuing bank can use its own 
paper to stock its branch tills and consequently its need for cash is sub- 
stantially reduced. If we take the English banks’ holdings of notes and 
coin as a standard, this reduction might amount to 3 or 4 per cent of 








* Until October, 1960, ‘‘ cheques in course of collection ” included cheques on the banks’ 
own branches. 
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deposits. ‘This, however, is by no means the end of the story for, in practice, 
the Scottish banker must regard his liquid asset in relation to his liabilities 
in the form of both notes and deposits. When the note circulation declines, 
cash is released for other purposes. Conversely, if the note issue increases 
in a month when deposits fall the banker has first to replace the liquid 
assets used to repay deposits and then to provide “ cover ” for the addition 
to the note issue. The order of priority indicated in the previous sentence 
is deliberate because the maintenance of reserves against the withdrawal of 


SCOTTISH BANKS CLEARING BANKS 
Net Deposits Advances Net Deposits Advances 
1952 ” - 100.0 100.0 100.0 100.0 
1954 ia * 106 .2 99 .4 106 .4 97.5 
1957 ay 5% 98 .2 100.0 104.4 105.2 
1959 - oy 103.8 124.1 112.4 142.0 
1960 a - 105.2 152.3 116.6 175.8 


deposits is a matter of day-to-day management, whereas the requirement 
of cover for the note issue need be (and indeed can be) dealt with only once 
a week. In fact the banks must estimate, from past experience, what 
cover they will require in the following week and make provision in advance, 
They cannot know until they receive returns from their branches (made up 
every Saturday) what will be the amount of notes in issue for which cover 
is required—and the cover is computed on the same Saturday. For this 
reason the Act of 1845, by which procedure is regulated, laid down that 
the cover to be held for any issue in excess of the “‘ authorized circulation ” 


BIG SECURITY 


FOR SMALL AND MEDIUM INVESTORS 





The Planet Building Society offers you complete security. It 
has been established over 100 years, is a founder member ot 
The Building Societies Association and was one of the first 
Societies to be granted TRUSTEE status for its deposits. 
PLANET funds are employed to encourage the ownership of 
sound home property. Assets total over 12 MILLION POUNDS 
and RESERVES exceed £500,000. 

Current investment in the Planet Building Society receives 
interest at the rate of 33% (34% plus £% bonus) per annum, 
tax paid by the Society—equivalent to £6.2.5d. per cent on 
investments taxable at the standard rate. This is a very 
profitable yield for such a safe investment. 

Any sum from £1 to £5,000 can be invested in the PLANET. No 
charges are made for investment or withdrawal and with- 
drawal can be effected easily and promptly. 


Write, Telephone or call for full details 
THE PLANET BUILDING SOCIETY 
(Member of The Building Societies Association) 


Planet House, Finsbury Sq. E.C.2. Tel: MONarch 8985 
Branches at : Chelmsford, Ilford, Maidstone, Romford, Worthing. 





(Income Tax Paid and including Bonus) 
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(the average amount in circulation in 1844) was to be calculated on the 
average Of four Saturdays. Any miscalculation in the first three weeks 
can thus be rectified in the fourth. 

This leads us on to consider the purpose of this “‘ cover”. First of all, 
from the purely legal aspect, it is not specifically appropriated to provide 
security for the note-holders. In the event of a liquidation the note-holders 
would, in the first instance, rank equally with depositors. But—if the 
issuer WaS a company registered under the Companies Acts—the note- 
holders, having drawn their dividends, would then be able to claim any 
remaining balance from the shareholders, whose liability for the note issues 
is unlimited. | 

From the banks’ point of view, considered as a reserve against the possi- 
bility of demands for repayment of notes, the cover is largely unnecessary. 
The difference between the low and the high points of the circulation in 
1960 was £10.6 millions, and in 1959 it was £9.4 millions—less than 9 per 
cent of the average circulation in both years. Yet if the cash held in excess 
of the ‘‘ authorized circulation ” is regarded solely as a reserve it amounted 
in 1960 to 97.8 per cent of the average circulation. Clearly cover to this 
extent is not held as a matter of ordinary banking prudence, nor was it 
ever the intention that it should be. The Act of 1845 was not intended 
to provide security for note-holders, it (like the Act of 1844 which applied 
to England and Wales) was directed towards control of the note issues. 
However ineffective it may have been for the (original?) purpose of control 
of credit in the wider sense,* it remains true this Act fastened on the 
Scottish banks a liquidity requirement in relation to one type of demand 
liability that bears no relation to the withdrawal risk involved. ‘This has 
provided Scottish banks with an ample incentive to seek ways of reducing 
to a minimum the liquidity reserves held against deposits and this they 
have done through their clearing system.t 


Wide Divergences from Bank to Bank 


It would take too much space to explain in detail the differences between 
the English and the Scottish clearing systems, but the essential point is 
that there is no counterpart in Scotland of the “‘ Town ” clearing in London, 
through which claims are settled on the day of presentation. Cash balances 
are necessary only to meet liabilities payable to-day; for to-morrow’s 
liabilities overnight money will serve equally well. The Scottish clearing 
system sets off inter-bank claims at the earliest point, it disposes to the 
maximum extent of all inter-Scottish bank claims in Scotland and defers 
the final settlement of the residual balances of such claims, which is made 
in London, until the day after the “‘ settlement day” in Edinburgh. Since 





* This subject is fully covered in Professor Sayers’ address to the British Association 
published in the October, 1960, issue of The Banker. 


t Mr Taylor here seems to be making, in effect, an interesting case for reform of the 
law. But, given the law, Mr Ian Macdonald, in the article already quoted, concluded that 
the “note cover is not a cash reserve in the accepted sense of the term. It is far from 
being in the first rank of liquidity ”.—Ep. 
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claims between English and Scottish banks are also settled after a delay, 
to allow cheques to reach their destinations, the London manager of a 
Scottish bank, in managing the “ money ’”’, is in a position to calculate 
fairly accurately in advance what sums he will require to call or will be 
able to lend to the money market. 

This somewhat lengthy excursus into operational details has been thought 
necessary because the publication of monthly statistics—and its concomitant, 
the calculation of liquidity and other ratios—has created a new situation 
so far as the Scottish banks are concerned. Indeed, one of the main 
features of interest in the ten years of Scottish statistics now available is 
that they show a segment of the British banking system operating, not 
indeed in freedom from control, for this was the period of “ directives ’, 
but uninhibited by conventions relating either to cash or to liquidity— 
except in relation to the note issues. How far removed the average, as 


PROFITS AND DISTRIBUTIONS 


Profits* Profits as % of— 
Amount Distributed Capital Net 
(£000s) Resources Assetst 
1950 1958 1959 1960 1950 1960 1950 1960 
Bank of Scotland sea 699.7 824.7 929.9 1169.5 7.6 9.4 0.36 0.53 


504.0 630.0 720.0 864.0 


Royal Bank of Scotland 853.7 1095.4 1205.2 1578.7 9.5 9.6 0.55 0.92 
722.5 952.0 1011.5 1406.0 


British Linen Bank .. 291.5 296.5 358.6 378.7 7.4 9.0 0.34 0.36 
200.0 225.0 250.0 250.0 

National Commercial. . 783.9 883.6 1442.4 1886.6 7.4 9.2 0.36 0.65 
561.0 737.5 1181.7 1577.5 


Clydesdale & North ... 446.6 552.1 657.5 675.6 7.0 10.6 0.25 0.30 
390.8 439.4 488.2 488.2 


* Published profits plus tax on dividends, less appropriations to staff funds. 
+ Balance-sheet totals Jess guarantees, acceptances and other engagements. 


shown in the monthly figures, is from reflecting universal practice is demon- 
strated by the figures, from the banks’ annual balance sheets, on page 274. 

Two points stand out from these balance sheets. First, the liquidity 
ratios vary widely, on The Banker formula from 11.8 per cent to 23.6 per 
cent, on the banks’ own formula from 29.2 per cent to 39.5 per cent. 
Bearing in mind the differing dates and seasonal influences involved, some 
variation might reasonably be expected, but the ratios also reflect variety 
in the “shape” of individual businesses. Differences in the ratio of 
current to deposit accounts or of note issues to deposits; the seasonal 
pattern of advances, deposits and note issues; the extent of overdraft limits 
authorized, but not yet drawn against; the age distribution of investment 
portfolios—these, much more than the behaviour of “ liquidity” ratios, 
have been the factors that determined the distribution of funds at any 
given point in the year. 

The second point of note is that the banks with the lowest percentages 
in investments have the highest liquidity ratios. One bank may feel able 
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to work with lower first- and second-line reserves than another, but if so 
it is obliged to hold more in the third line, i.e. investments. On closer 
examination, therefore, the apparently large margin for further lending 
shown in the, figures on page 274 is seen to dwindle to a small proportion. 

When we “me to consider “ controllability ”, therefore, the ratio of most 
importance is that of advances to deposits, for the proportion of its deposits 
that a Scottish bank is willing to lend is no higher than for a clearing bank. 
Scottish bank witnesses before the Radcliffe Committee placed it, if any- 
thing, somewhat lower, giving their maximum as 45 to 50 per cent. Once 


these percentages are approached, the same instruments that operate on 


the clearing banks via the liquidity ratio press with equal, if not greater, 
effect on the Scottish banks. As the Radcliffe Report pointed out, the 
higher proportion in investments and the smaller percentage of short-dated 
holdings makes the Scots banks more vulnerable to open-market operations. 
The much larger proportion of their deposits that is interest-bearing makes 
them specially susceptible to movements in interest rates. 

While such wide divergences in practice continue to exist, therefore, 
the average liquidity ratio of the Scottish banks, however calculated, is not 
a very significant figure but, as has been argued, from the standpoint of 
credit control this does not matter. Scots bankers would contend that 
the measures employed by the monetary authorities in 1960 were amply 
effective in regulating credit trends in Scotland as well as in England, and 
the figures of the Scots banks, whether of deposits or of advances, bear 
this out. 


Profits and Dividends 


Despite any shadows that may have lain across the future outlook, the 
profit and loss accounts of the three Scottish banks whose shares are 
publicly quoted presented a bright picture last year. When considering 
the table on page 278 it should be recalled that the Bank of Scotland figures 
are now over a year old; the accounts to be published this month will 
provide a better basis for comparison. The relative trends over the past 
decade are shown by the following indices, which show the latest profits 
and dividends as percentages of 1950. 


Profits Dividends 


(1950=100) 
Bank of Scotland .. = a = 167 173 
Royal Bank of Scotland __.... - pass 185 195 
British Linen Bank .. mA ate 130 125 
National Commercial ea ie ae 241 281 
Clydesdale & North ‘i i i 152 125 


Two paradoxical features. may be noted. The British Linen Bank, which 
has had the largest percentage increase in advances, shows the smallest 
increase in profit and dividend. The Clydesdale & North of Scotland 
Bank shows by far the greatest rise in deposits, but the increase in its 
profits and dividend are also relatively small. As, however, both these 
banks are affiliates of clearing banks, there might be policy reasons for 
their smaller disclosures and distributions. 
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AMERICAN REVIEW 








Y mid-March there were indica- 
tions—still no more than slender 
B= the American recession 
‘was “ saucering out”? and that April 
might show more definite signs of 
revival. ‘The signs of impending re- 
covery were celebrated on Wall Street 
with a new burst of strength in equities 
—carrying the Dow Jones average to 
679, within 6 points of its all-time high. 
The firmest signal that the economy’s 
decline might have been arrested was 
given by the Federal Reserve Board’s 
‘index of production (based on 1957) 
which was formally declared unaltered 
-at 102 for February after falling in 
every month since July. 

Other indications of improvement 
were a modest rise (1 per cent) in retail 
sales during February, although pur- 
chases were still hampered by severe 
weather; firmer price trends for some 
industrial materials; a rise in housing 
Starts, extending now for two months, 
and in steel output, farm equipment 
‘and machinery. ‘There were also re- 
‘ports that the pace of inventory liqui- 
dation—the main drag on the economy 
in the past year—was slowing down. 
The main political problem for the 
Administration remains the high level 
of unemployment. ‘Though employ- 
ment itself marked a new peak for 
February at 64.6 millions, the unem- 
ployment total rose by well over 300,000 
to 5.7 millions, with the seasonally- 
adjusted rate rising from 6.6 per cent 
to 6.8 per cent of the labour force. 
The highest post-war unemployment 
vate was 7.5 per cent in the 1958 re- 
cession; but the February, 1961, total 
is actually the worst since 1941, when 
there were 6} millions unemployed. 

Earlier last month, several spokes- 
men for the Administration—and Presi- 


dent Kennedy himself—were speaking 
in exceptionally cautious tones on the 
possibility of an early upturn. As 
chairman of the Council of Economic 
Advisers, Dr Walter Heller had de- 
clared that “while an upturn may 
come in the next few months, I want to 
emphasize that it will be just the begin- 
ning of the end of recession”. He 
believed then that further liquidation 
of business stocks would precede any 
important gains in production and 
employment, and was concerned to 
stress what he described as_ the 
** $50,000 millions slack in economic 
activity—the gap between what we are 
producing and what we can produce”. 
This led him to warn the Administra- 
tion that “if the ratio of unemploy- 
ment increases to 7 per cent by the end 
of the year, fiscal policies will have to 
be viewed with great concern ”’ and it 
would be necessary to speed federal 
spending programmes and tax reduction 
plans. This view was criticized sharply 
by Mr William Martin, chairman of 
the Federal Reserve Board of Governors, 
on the ground that unemployment was 
quite largely structural in character and 
that massive relief programmes would 
bring damaging inflation without curing 
regional problems. ‘This conflict was 
quite deliberately played down in sub- 
sequent discussions, though Mr Mar- 
tin’s chalienge was not answered in any 
convincing way. 


‘*No Bond Pegging ”’ 

Otherwise, the President’s emergency 
plans for housing, unemployment relief, 
etc, still seem to win: general approval 
as sound, though it is becoming very 
difficult to assess what they will mean 
in terms of the 1960-61 budget—a 
Message on which was promised for 
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late March. It has already been stated 
that revenues are likely to diminish by 
$1,500 millions in fiscal 1960-61, with 
the promise of a $4,000- $5,000 millions 
deficit in 1961-62. Otherwise, the 
Federal Reserve Board has kept credit 
on an easy rein and has now formally 
renounced its long-established policy 
of conducting open-market operations 
in “ bills only ”. Substantial purchases 
were made of maturities up to five 
years, but there was little buying of 
longer-dated stocks. Mr Martin has 
specifically denied any suggestion of a 
return to long-rate bond “ pegging ” 

typical of the Truman regime, but 
fears have expressed of “‘ debt monetiza- 
tion” and of a return of the earlier 


speculation in this sector. Alterna- 
tively, there have been fears that the new 
policy might bring a severe jolt with 
business revival and a return to credit 
restraint. Advance refunding plans for 
$19,400 millions of short-term debt 
maturing 1963-65 were announced last 
month. Holders were offered 33 per 
cent bonds of November, 1967, or 
3g per cents of November, 1966, 
generally on a par-for-par basis. Terms 
were agreed to be attractive; the opera- 
tion reverted to the earlier policy of 
seeking to lengthen maturities (as essen- 
tial for sounder debt management in 
future)—though this assorts oddly with 
the authorities’ avowed policy of nudg- 
ing long-term rates lower. 





American Economic Indicators 


1959 1960 1961 
1957 1958 1959 











Dec Nov Dec Jan 
Production and Business: 
*Gross national product (billion $)  .. 443 444 482 — 504 — — 
*Industrial production (1957=100)_.. 100 93 105 109 105 103 £102 
*Gross private investment (billion $) . 66.1 560 720 — 66.0 — — 
*New plant and equipment — 8). 37.0 30.5 325 — 356 — — 
*Construction (billion $) : 47.8 48.9 56.1 55.4 554 56.4 55.3 
Housing starts (000 units) we - na. n.a. 1,553 96.3 96.0 72.5 72.0 
*Manufacturers’ sales (billion $) a 28.4 26.2 29.7 30.8 29.22 289 — 
#Manufacturers’ stocks (billion $) ae 53.5 49.2 52.4 52.4 540 536 — 
*Merchandise exports (million $) -- 1,625 1,362 1,362 1,487 1,677 1,621 — 
*Merchandise imports (million $) .. 1,082 1,070 1,268 1,343 1,128 1,100 — 
Employment and Wages: 
*Non-farm employment (million) ‘i > ie Se? ef ee Se eR 
*Unemployment (000s) .. .. 2,900 4,700 3,800 3,800 4,400 4,800 4,700 
*Unemployment as % labour force... 43 6.8 5.5 5.5 62 68 6.6 
Hourly earnings (mfg) ($)  .. .- 2.07 2.13 2.22 2.27 2.30 2.32 2.32 
Weekly earnings (mfg)($) _... .. 82.39 83.50 89.47 92.16 90.39 89.55 89.55 
Prices: 
Moody commodity (1931=100)4 High 82 0? 372 375 356 356 © 382 
Farm products (1947-49=100) 4 90.9 94.9 89.1 85.9 89.9 88.7 89.7 
Industrial (1947-49 = 100) ; .. 125.6 126.0 128.3 128.6 127.9 127.9 128.1 
Consumers’ index (1947-49= 100) -- 120.2 123.5 124.6 125.5 127.4 1275 — 
Credit and Finance: 
Commercial bank loans (billion $)  .. 93.9 98.0 110.8 112.0 115.0 118.2 114.1 
Commercial bank investments ae §) 76.2 86.6 79.4 79.4 80.7 82.1 83.1 
*Money supply (billion $) ‘ 135.5 140.9 141.5 141.5 140.2 140.4 — 
Consumer credit (billion $) .. .. 45.3 45.6 52.0 52.0 546 560 — 
Treasury bill rate (%) . pe ie 3.27 1.84 3.41 4.57 2.38 2.72 2.30 
US Govt Bonds rate ( ° ) 3.47 3. os PB ro 4.27 P zs 3.88 3.89 


Federal cash budget (+ or —) (mill $).. 
US Treasury gold stock (million $) 


Notes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1957-59 and then quar- 
terly figures at annual rates. Construction 

show monthly averages 1957-59. 
ufacturers’ stocks, bank loans, con- 
sumer credit and gold stock show amounts 


. $2 200 —7,300 
. 22,781 20, 534 19, 456 19, 456 17. 910 17, 767 17 441 


outstanding at the end of the period. 
Moody’s commodity index shows high 
and low 1957-59, and end-month levels. 
Money supply is daily average of demand 
deposits plus currency outside the banks. 
Budget figures are cash totals. Quarterly 
figures are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 


281 
G1 















est i, omer 


fo aienniieies 


Long-term Financing of Industrial Enterprises 
Issuance of Industrial Bank Debentures 
Trust Business of Bonds & Debentures 
Foreign Exchange Business 
Credit Information 





Established in 1902 





INDUSTRIAL BANK 
OF JAPAN, LTD. 


Head Office: Marunouchi, Tokyo, Japan 
New York Office: 30 Broad Street, New York 4, N.Y. 
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INTERNATIONAL 
REVIEW 





ARGENTINA 


Loans from Western Europe ?>—The 
vice-president of the central bank as- 
serted last month, after talks with West 
European banks and governments, that 
the Government’s attempt to launch its 
bonds on the European capital market— 
to finance the repayment of short-term 
debts maturing in 1961—appeared to 
have a good chance of success. 


AUSTRALIA 


Incentives for Exports—The Trade 
Minister, Mr John McEwen, last month 
announced a new trade policy aimed at 
strengthening the balance of payments. 
The pay-roll tax will be abolished for 
exporters who increase the proportion 
of their output sold abroad by more 
than 8 per cent from the level in the 
base years 1958-59 and 1959-60, and 
pro rata for smaller increases. The tax 
is at present levied at 24 per cent on all 
wages and salaries of more than £20 
per week with exemptions for smaller 
businesses. Expenditure of business 
firms incurred in developing overseas 
markets will be remitted for tax purposes 
at 16s in the £, instead of 8s at present. 
These incentives, which will also apply 
to firms supplying raw materials and 
components to exporters, will operate for 
three years and will then be reviewed. 


Restrictions Eased— The Federal 
Government slightly relaxed its pro- 
gramme of economic restraint towards 
the end of February by reversing the 
increase in the sales tax on cars an- 
nounced in November. The Federal 
Treasurer has stated that he hopes to 
relax some of the credit restrictions by 
the end of June. : 


Investment in Government Loans— 
Official proposals to ensure adequate 


subscription by life assurance companies 
and superannuation funds to Govern- 
ment loans were set out in detail by the 
Federal Treasurer last month. He ex- 
plained that the Government wanted to 
be assured that the companies would 
hold at least 30 per cent of their funds 
in Government securities and it expected 
superannuation funds to devote at least 
30 per cent of future accruals to such 
investment. 


BELGIUM 


Austerity Bill Postponed—Parliament 
was dissolved towards the end of Febru- 
ary as the prelude to the holding of a 
General Election late last month. The 
Liberal members of the Government 
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have refused to implement the new 
austerity programme by instalments; 
they would sanction the tax increases it 
provides for only if the economy meas- 
ures included were implemented at the 
same time. A final decision on some of 
the more contentious aspects of the new 
Act will now be delayed until a new 
Government has been installed. 


BRAZIL 


New Exchange System—The eco- 
nomic policy of the new administration 
headed by President Quadros was out- 
lined in the middle of March. An 
overhaul of the exchange control system, 
aimed at simplifying it and making it 
more realistic, is proposed, including 
the abolition of the exchange auction 
system and the depreciation from 100 
to 200 cruzeiros per $ in the rate for 
certain preferential imports. The re- 
form has been given guarded approval 
by the IMF on the understanding that 
the changes are not final and that further 
efforts will be made to unify the system. 


CANADA 
Money Market Unruffled—The intro- 


duction of taxes discriminating against 
foreign investment is said to have had 
little effect on the capital market so far, 
interest rates having shown little change. 


CENTRAL AFRICAN 
FEDERATION 


Exchange Control—It was announced 
at the end of February that a system of 
exchange control was being imposed 
“with great reluctance’”’, mainly be- 
cause of the danger of capital exports 
stimulated by the constitutional crisis. 
It is not intended to place any restriction 
on the normal run of trade and other 


current account operations; an agree. 
ment between the central bank and the 
Rhodesian Stock Exchange will enable 
the latter to continue to deal within 
certain limits in overseas shares. 


CUBA 


Public Bonds “ Annulled ” — New 
laws that took effect early in March 
formally established the National Bank 
as the State Bank controlling the mone- 
tary system with responsibility for short- 
term and long-term credit activities, the 
financing of capital investment, overseas 
payments and external reserves. Another 
law is reported to have “ annulled ” all 
public national bonds “ to simplify the 
operation of the country’s banking and 
financial system ”’. 


; CYPRUS 


Commonwealth Member — The 
island’s application for membership of 
the British Commonwealth was approved 
at the meeting of Commonwealth Prime 
Ministers in London during March. 


Israeli Aid—lIsrae! has agreed to set up 
two model farms as part of a compre- 
hensive programme of technical aid that 
also provides for groups of Cypriots to 
visit Israel to learn fishing and study 
industrial processes. 


EUROPE 


Insurance “ Bridge’”’—A _ powerful 
group of British and continental interests 
intends to develop “a bridge ”’ between 
the London and continental insurance 
markets. As a first step, the group has 
purchased the Northern Star Insurance 
Company, formed in 1952 by the 
Aequitas Swedish Re-insurance Com- 
pany of Malmo, to facilitate contacts 
between the British and Swedish insur- 
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ance markets. Members of the group 
are on the British side N. M. Rothschild 
and Sons, Buries Markes, and Charter- 
house Industrial Development Com- 
pany; on the continental side, La Con- 
corde, Les Reassurances and |’Union of 
Paris, and La Consorziale of Milan. 


£100m Chemical Plants — Imperial 
Chemical Industries intends to spend 
more than £100 millions over the next 
ten years in setting up large-scale manu- 
facturing facilities within the Common 
Market. A complex of chemical plants 
on a 300-acre site near Rotterdam will, 
it is hoped, go into production in 
1964, making petro-chemicals, including 
plastics. 


FINLAND 


EFTA Link Agreed ?—The text of the 
agreement of association between Fin- 
land and the seven member countries 
of the European Free Trade Association 
was submitted to the eight governments 
concerned last month. The text of the 
agreement is being released when it is 
signed, but no obstacles are expected to 
delay the signing. 

{21m Soviet Contract—The §state- 
owned Imatran Voilma Company has 
won a contract for the construction of a 
large power station in the Soviet Union, 
the total cost of which is put at Fmks 
25,000 millions (£28 millions). But, as 
the main machine units will be supplied 
by the Soviet itself, the value of the 
contract to Finland will be only about 


Fmks 19,000 millions (£21 millions). 


FRANCE 


Expansion Curbs’ Deficit — The 
Minister of Finance, M. Baumgartner, 
has stated that the budget deficit in 
1960 was smaller than had been expected 
—NF 6,230 millions instead of more than 
NF 7,000 millions—since a more rapid 
pace of economic expansion than had 
been anticipated produced a revenue 
windfall of NF 1,853 millions. He 
pointed out that last year industrial pro- 
duction had risen by 8 per cent and 
agricultural output by 2 per cent. 


West African Central Bank—Talks 
took place in March on the possibility 
of setting up a central bank in West 
Africa to supervise the financial affairs 
of eight West African franc-zone coun- 
tries—the Ivory Coast, Upper Volta, 


Niger, Dahomey, Mali, Togo, Mauri-. 


tania. and. Senegal. It was_ initially 
decided. that the monetary union of 


French West African states should be 
maintained and that the present multi- 
lateral West African franc should con- . 
tinue to be backed by the French 
Treasury, but that each state should 
have its own credit policy. 


GREECE 


Reserves Up $16m—External reserves 
rose by $16 millions in 1960 to $224 
millions. The rise in foreign exchange 
earnings from shipping from $60 mil« 
lions to nearly $77 millions was. an 
important factor in this improvement, 


HONG KONG 


No Renewal of Cotton Pact—Cotton 
exports to Britain last year fell below the 
ceiling fixed by the agreement with the 
Lancashire industry. Even so, the 
colony’s major textile companies will 
oppose any renewal of this “‘ yoluntary 
undertaking ”’ when it expires. 


ICELAND 


$1.6m Stand-by Arrangement—The 
Icelandic Government has entered into 
a stand-by arrangement with the Inter- 
national Monetary Fund, making $1.6 
millions available in support of the 
economic __ stabilization programme. 
When this plan was undertaken a year 
ago, $2.8 millions were drawn from the 
Fund and subsequently $4 millions was 
drawn under a stand-by arrangement. 
A credit of $12 millions was negotiated 
with the European Fund, of which $5 
millions remains unused. 


Fishing Agreement—Agreement has 
been reached with Britain on proposals 
for ending the fishery dispute. The 
main point of the new agreement is that 
the British objection to the establishment 
of a 12-mile fishing limit around Iceland 
will be withdrawn on the understanding 
that for a three-year transitional period 
British vessels will be permitted to fish 
in the greater part of the zone between 
6 and 12 miles off Iceland at certain 
seasons. 


INDIA 


Rs 609m Tax Increases—The budget: 
statement for 1961-62 provides for in- 
creases in taxes, affecting both capital 
and consumer goods items, aimed at 
strengthening the revenue inflow by 
Rs 609 millions. The Finance Minister, 
Mr Desai, estimated that this sum would 
eliminate the prospective deficit :on- the: 
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ordinary revenue expenditure account 
and reduce the need for deficit financing 
to only about Rs 640 millions. 


£41m Soviet Credit—An agreement 
whereby Russia will provide goods for 
capital development projects in India to 
the value of 1124 million new roubles 
(£41 millions at the official exchange 
rate) on credit was signed in February. 
Bank Deposits Insured ?—Govern- 
ment officials and banking leaders agreed, 
in March, that a scheme for insuring 
bank deposits should be introduced to 
strengthen confidence in the banking 
structure, which has been somewhat 
shaken by the recent series of failures. 


INDONESIA 


Gradual Nationalization — The 
Governor of West Java Province has 
stated that foreign-owned enterprises in 
the region are to be _ progressively 
nationalized over the next five years. 
Foreigners would be ‘* properly com- 
pensated ”’; as a first step, they would 
be required to take local capital and 
to train Indonesians for management. 


IRAQ 


Oil Control Changed—Under a new 
law all matters concerning the oil in- 
dustry will be handled by a single 
Government Department—the Ministry 
of Oil. Previously they were in the 
hands of two bodies—the Ministry of 
Oil and the General Petroleum 
Authority. The new law also regulates 
the distribution of profits made by the 
Government in respect of oil operations. 


Trade Difficulties Eased—Members 


of a British mission that visited Iraq in . 


February to discuss ways of removing 
obstacles to the development of trade 
between the two countries, reported that 
contract difficulties might soon be a 
thing of the past; Iraq was now willing 
to. discuss these issues including the in- 
troduction of suitable arbitration clauses. 


ISRAEL 


$35m Loans for Potash Works—The 
governor of the Israeli central bank, 
Mr Horowitz, announced in February 
that he had completed arrangements for 
a loan of $25 millions from the World 
Bank and another of $10 millions from 


a consortium of private American banks 


to finance the expansion of the Dead 
Sea potash works. The local currency 
cost of the project is estimated at the 
equivalent of $27 millions. 


$10m Development Loan—A loan of 
$10 millions has been granted to the 
Industrial Development Bank of Israe] 
to extend credits to private enterprises 
that must buy equipment abroad by the 
US Development Loan Fund, with the 
condition that every advance in excess 
of $100,000 must be spent in the US. 


ITALY 


$250m Soviet Trade—Under an agree- 
ment concluded in Moscow at the end 
of February, Italy will take 4 million 
tons of Russian oil in 1961 while total 
trade between the two countries should 
be of the order of $250 millions. 


JAPAN 


Reserves Up $52m—The country’s 
gold and‘foreign reserves rose by another 
$52 millions in February to reach 
$1,937 millions, but Ministry of Finance 
officials have pointed out that American 
measures to reduce procurement spend- 
ings in Japan may cause the payments 
surplus to contract, slowing down the 
rate of growth of reserves. 


£1,400m Steel Expansion—Six 
leading steel-producing companies have 
announced plans for expansion that will 
entail outlays of about £1,400 millions 
between now and 1965. The aim of 
their programmes, in every case, is to 
double existing output. 


$12m World Bank Loan—A loan of 
$12 millions was made last month by 
the World Bank to the Japan Develop- 
ment Bank to expand electric generating 
capacity on the highly industrialized 
island of Kyushu. The Kyushu Electric 
Power Co will build a thermal power 
station of 156,000 kilowatts to consume 
the low-grade coal produced locally. 
The total cost of the project is estimated 
at the equivalent of $27.7 millions. It 
is expected to be in operation by Decem- 
ber, 1961. This loan, the second to the 
Kyushu. company by the Bank—the 
first was for $11.2 millions in 1953—is 
for 20 years at 52 per cent, including the 
1 per cent commission allocated to the 
Bank’s special reserve; amortization will 
begin on September 1, 1962. 


NEW ZEALAND 


New Policy Outlined—The Prime 
Minister, Mr Holyoake, has pointed out 
that though the country faces a number. 
of serious problems there is no need for 
crisis action. The Government’s general 
plan was based on a long-term-policy of 
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reconstruction that might take more than 
three years to achieve its objective. The 
intention was to cure economic ills 
arising from the fact that the country 
had been living beyond its means, with- 
out impeding normal economic progress 
or interfering with living standards. 
Import controls could not be relaxed 
until the balance of payments improved. 
The Government’s intention to borrow 
abroad to finance capital development 
has run into initial difficulties because 
of tight conditions in the London market. 


NIGERIA 


£10m Domestic Loan Floated—The 
Government has decided to allow the 
Central Bank of Nigeria to launch a 
£10 millions loan on the domestic 
market. This is believed to demon- 
strate its determination to build up a 
domestic capital market. The loan is 
four times as large as the total volume 
of funds previously raised by the 
Government locally. 


PAKISTAN 


$30m Soviet Loan—Under an agree- 
ment concluded with the Soviet Union, 
the first ever reached with a Communist 
country, Pakistan will obtain credits of 
$30 millions to finance an oil-prospecting 
programme to be carried out, using 
Russian equipment and with the help 
of Russian technicians. The loan, at 
24 per cent, is repayable over a period 
of twelve years in rupees which will be 
used by Russia to buy Pakistan goods. 


PERU 


$30m Stand-by Agreement — The 
Government of Peru has arranged a 
stand-by credit of $30 millions with the 
International Monetary Fund, that can 
be drawn over the next year in any 
currencies held by the Fund, to ensure 
the continuing convertibility of the 
Peruvian sol—the Government formally 
accepted the obligations of Article VIII 
of the Fund Agreement on February 15. 
Drawings on the Fund made by Peru in 
1958 and 1959 were repaid later in 1959; 
no drawings have been made under the 
stand-by credit arranged early in 1960. 


SIERRA LEONE 


{2m CDC Loan—Up to £2 millions 
will be lent by the Colonial Develop- 
ment Corporation and up to £400,000 


by the Commonwealth Development 
Finance Company to finance the com- 
pletion of the Guma Valley Water 
Scheme, to relieve the chronic water 
shortage in Freetown. Work was started 
by the Government in 1946 and so far 
has cost about £1.7 millions; the scheme 
is expected to cost a further £3.2 mil- 
lions and take four years to complete. 
The balance of the finance will be pro- 
vided by the Government. 


SOUTH AFRICA 


No-change Budget—The budget pro- 
posals for 1961-62 presented to Parlia- 
ment in mid-March were mainly con- 
cerned with the promotion of investment 
by local and foreign concerns in the 
country’s industrial development. The 
allowance for new machinery and equip- 
ment is raised from 15 to 20 per cent 
and there are even bigger allowances 
for expenditure incurred in respect. of 
industrial projects in the Bantustan 
border areas. Beyond this and a slight 
easing of company taxation, the state- 
ment made no significant changes in 
taxation arrangements. The balance of 
payments surplus on current account 
was R 30 millions (£15 millions) in spite 
of an increase in the import bill of R 33 
millions last year; the capital outflow 
was about R 162 millions. The Union’s, 
gold and foreign exchange reserves have 
risen substantially since the beginning 
of 1961 and stood at R 193.8 last month. 


SPAIN 
British Trade Mission—A_ British 
trade delegation headed by Sir William 
McFadzean, President of the Federation 
of British Industries, visited Spain in 
February to discuss with business leaders 
and Government officials ways of en- 
larging trade between the two countries. 


SWITZERLAND 


Record Foreign Borrowing — The 
Swiss new issue market was very active 
in 1960. Figures compiled last month 
by the Swiss Bank Corporation showed 
that new issues of securities by Swiss 
and foreign borrowers totalled SwFrs 
1,641.4 millions (net of conversions), 
compared with SwFrs 1,568 millions in 
1959. ‘The thirteen foreign loans raised 
during the year reached the record total 


of SwFrs 660 millions. The World Bank 


borrowed some SwFrs120 millions, 
companies in the European Free Trade 
Association SwFrs 210 millions (includ- 
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ing SwFrs 110 millions by British firms), 
and American firms some SwFrs 110 
millions. All these foreign loans, at 
4-44 per cent, were placed without 
difficulty. The Swiss new issue market 
remained closed to borrowers in the 
Common Market countries in 1960; but 
the embargo is to be ended this year. 


“Limit Speculative Loans ” — The 
Committee of the Association of Swiss 
Stock Exchanges has appealed to banks 
belonging to the Brokerage Convention 
to limit credits granted on share pur- 
chases to 50 per cent of the value of the 
cover provided, whether spot or forward. 


£5m Loan for BP—The British Petro- 
leum Company has made arrangements 
for the placing of a third loan of SwFrs 
60 millions (£5 millions) on the Swiss 
market, at 44 per cent. It is unsecured 
and is repayable in ten to fifteen years; 
the two previous loans by the company 
on the Swiss market in 1959 and 1960 
were also for SwFrs 60 millions each. 


TANGANYIKA 


World Bank Survey—The report of 
an economic survey mission organized 
by the World Bank, laid before the 


Legislative Council in February, ex-. 
presses the view that agricultural, mining 
and industrial production have all been 
increasing at a reasonably rapid rate, 
It points out that the territory could 
benefit greatly from increased foreign 
grants and low-interest rate loans with 
long repayment periods. 


UNITED ARAB REPUBLIC 


*‘ Arabization”’ of Syrian Banks— 
Early last month President Nasser issued 
a decree calling for the ‘“ arabization ” 
of all foreign banks in the Syrian pro- 
vince within a year. As a result of the 
new law, nineteen foreign banking estab- 
lishments in Syria will become limited 
joint stock companies, each with a 
minimum capital of about £300,000, 
and must be controlled by and sub- 
stantially owned by UAR subjects. This 
step, bringing the Syrian situation into 
line with that which has obtained in the 
Egyptian province for some’ years, has 
been officially explained as_ protecting 
the people’s interests and assets against 
any foreign threat to the national 
economy. Foreign banks affected in- 
clude the British Bank of the Middle 
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East with branches in Aleppo and 
Damascus. But it has been stated that the 
new law need not affect the relations of 
the Syrian branches of foreign banks 
with banks abroad. 

Belgian Assets Seized—All Belgian 
property in the republic that was not 
either nationalized or sequestrated in 
December, 1960, has now been taken 
into official custodianship. It is believed 
that the equivalent of about £7 millions 
is involved, mainly private bank balances. 
The decision to seize it was taken by 
way of response to the breaking off of 
diplomatic relations by the Belgian 
Government after the sacking of its 
Embassy in Cairo in February. 


WORLD BANK 


12 Loans Worth $292m—The Bank 
made 12 loans valued at $292 millions 
in the second half of 1960. Over the 
same period its funded debt rose by 
$85 millions to $2,158 millions. Alto- 
gether nearly $47 millions was added to 
reserves, bringing them up to $556 
millions. 

IFC to Provide Equity—Mr R. L. 
Garner, the president of the International 
Finance Corporation, has announced 
that a resolution amending its charter to 
permit investments in the capital stock 
of companies it is helping to finance is 
being submitted to the Board. He has 
explained that the existing ban on such 
investments has acted as a_ serious 
handicap to the development of the Cor- 
poration’s business. ‘The ability to pro- 
vide equity financing, where appropriate, 
would make it possible to meet the 
varying needs of enterprise in the de- 





veloping countries and to attract private 
investors to participate with the Cor- 
poration. It was not intended, however, 
that the corporation should go into the 
business of selling shares to the public, 
nor would it exercise control over or 
participate in the management of private 
business. ‘Thus the Corporation’s pur- 
pose would be served if it invested in 
stock that carried no voting rights 
except in cases of jeopardy or other 
special circumstances. 


YUGOSLAVIA 


$30m World Bank Loan—The World 
Bank announced at the end of February 
a loan of $30 millions to help finance 
the construction of a 216,000-kilowatt 
hydro-electric plant, and the installation 
of 790 miles of high-voltage transmission 
lines to improve the national grid. The 
Bank will thus provide 40 per cent of 
the cost of this $75 millions project 
which is part of a scheme to double 
Yugoslavia’s generating capacity in the 
next five years. The loan was made to 
the Yugoslav Investment Bank, a Federal 
Government institution which will re- 
lend the proceeds to the firms concerned 
in the construction work. Six com- 
mercial banks, five American and M. 
Samuel & Co. of London are partici- 
pating in the loan, without the World 
Bank’s guarantee, for a total of $712,000. 
The loan, guaranteed by the Yugoslav 
Government, is for 25 years and bears 
interest at 5} per cent, including the 
1 per cent commission allocated to the 
Bank’s Special Reserve. Amortization 
will begin on March 1, 1965. 








CORRESPONDENCE 


Money Still Under Review 


Sir,—In criticizing the particular dis- 
tinction that I drew between banks and 
other financial institutions, Professor 
Tew demolishes an Aunt Sally that is 
not of my making. Nowhere in my 
article did I mean to imply that the 
banks were immune from a loss of 
liquidity in all circumstances in which 
cheques are drawn by their customers. 
Professor Tew lists eight well-known 
ways in which the banks—and other 
financial institutions—might lose liqui- 
dity, but I was considering one situation 
that is of special interest because it may 


be inherent in the inflationary process. 

I was considering the potentially 
critical question of how different types 
of institution might be affected by a 
rising stream of money payments in a 
situation in which inflation occurs with 
an unchanged stock of money. Professor 
Tew appears to have ignored the fact 
that I was quite explicitly discussing the 
effect on different types of institution of 
possible withdrawals ‘‘to finance ex- 
penditure on goods and services”’. He 
seems not to have. noticed that the 
phrase that I have here placed in italics 
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existed: even in his own quotation. It 
appears to me to be important to recog- 
nize that if deposits with building 
societies, etc, came to be depleted in 
order to finance an increase in money 
payments in a period of inflation, the 
loss of liquidity from which such finan- 
cial intermediaries would suffer would 
be more serious than that to which the 
banks would be exposed by the same 
factors. This difference arises primarily 
from the fact that the banks’ liabilities 
alone are at present a general medium 
of payment. One could also have in- 
cluded the case in which deposits with 
financial intermediaries were drawn on 
in order to subscribe to new issues and 
to make loans to businesses through 
other channels. 

The only automatic loss of liquidity 
suffered by the banks to compare with 
this would be that due to the rise in the 
public’s demand for notes and coin. 
I omitted this partly to save space and 
partly because it is a restriction of a 


lesser order of severity than that to 
which other financial institutions might 
be exposed. 

The Radcliffe Committee may well 
have been reluctant to draw a general 
and sharp distinction between the banks 
and other financial intermediaries owing 
to the fact that these institutions have 
certain features in common; but this 
should not prevent us from recognizing 
that there are also important differences 
between them. The distinction that | 
drew I regard as significant because it 
arises primarily from the fact that only 
the liabilities of banks are generally 
acceptable as a means of payment and 
because the consequences could one day 
prove to be of practical importance if 
the money-expenditure ratio continues 
to be reduced. 


HAROLD Rose, 
London School of Economies 
and Political Science, WC2. 


March, 1961. 


Money Substitutes 


Sir,—I have read with interest the 
article on ‘“‘ Money Substitutes and 
Monetary Policy ” by A. Lamfalussy in 
your January issue. 

I think that his reasoning is sound as 
far as it goes, but I also think that the 
dividing line to which he refers in the 
final sentence of his article could be 
identified much more closely by a study 
of the term of repayment element in 
monetary assets. Many near-money 
assets earn interest because of the 
nominal time before repayment (Treas- 
ury bills for example), but owing to the 
re-discount facilities, they can in fact 
be encashed, although at a small loss, 
virtually on demand. 


Apart from re-discount facilities, the 
other vital factor is the notice of repay- 
ment that must be given. Surely it is 
here that the use of near-money assets 
depends so much on the existence of a 
climate of business opinion in which 
confidence is high. The Radcliffe 
Report is quoted by Mr Lamfalussy 
regarding the accepted fact that building 
societies commonly pay out at very 
much less than the nominal period of 
notice which they are entitled to demand. 
This they can only do while demands 
for repayment remain small compared 
with their total liabilities. In other 
words, they are managing, by reason of 
the confidence in which the credit 
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structure is held, to balance long-term 
assets (mortgage loans on properties) by 
very short-term liabilities. 

. Obviously banks also perform a 
similar balancing act but with important 
differences, not the least of which is the 
sheer size of the sums involved on both 
sides in the case of the largest banks. 
The “balancing”? done by finance 
houses and building societies is often 
on a smaller scale, but in some cases 
with a higher proportion of short-term 
liabilities to long-term assets and with 
smaller near-money reserve assets. 

Some bank balance sheets recently 
published include large deposits in ster- 
ling and currency which are placed as 
loans with local authorities or finance 
houses on repayment terms that exactly 
counterbalance the term deposits. Such 
deposits, covered by earmarked loans 
equal to the deposits, do in fact distort 
the liquidity ratio to the extent that a 
proportion of the deposit liability is not 
dependent on the cash money and bills 
cover at all. 

I would not suggest that any artificial 
lessening of confidence should be in- 
duced in order to tighten up on the 
actual (as opposed to the nominal) 
periods of repayment of deposits, but it 
does appear to me that regulations to 
ensure that at least depositors will not 
confidently expect to obtain real money 


for near-money at much less than the 
nominal period of notice might be con- 
sidered as a form of monetary control 
which has not yet been tried. ‘There 
will no doubt be numerous practical 
difficulties of definition and enforcement 
in such an idea. 

In conclusion, may I suggest that a 
theoretical economist or statistician might 
care to evolve a scale of liquidity values 
ranging from 100 for cash and bank 
current accounts downwards through 
money at call and short notice, bills and 
various types of securities, the grading 
to take into account the time factor 
(actual not nominal) and the cost factor 
(losses on forced sales). The grading 
would presumably vary for successive 
tranches of the same asset and would 
have to assume the need to meet lia- 
bilities at the actual and not nominal 
period of notice. The gradings could 
then be applied to divisions and sub- 
divisions of the main assets of the 
numerous dealers in near-money and 
possibly some rough measure, even if 
only a comparative one, obtained of their 
relative strength and susceptibility to 
squeezing. 

P. C. Cross. 
4 Nevill Place, 
Hove, 4. 
March, 1961. 





APPOINTMENTS AND RETIREMENTS 


Bank of Scotland—Head Office: Mr W. N. 
Renfrew to be superintendent of branches 
on retirement of Mr J. Taggart. 


Barclays Bank—Head Office: Mr K. A. 
Ebbs to be an assistant general manager. 
Inspection Dept: Mr D. G. Cooper, from 
Gloucester, to be an inspector. Staff Dept: 
Mr B: G. Johnson, from Piccadilly, to be 
an assistant staff manager. Trustee wept, 
Croydon: Mr C. R. Tyler to be assistant 
manager. London—Eltham: Mr 

White to be manager on retirement of Mr 
W. C. H. Carr; Essex Rd: Mr J. E. Ettel, 
from Fenchurch St (City Office), to be 
manager; Holloway: Mr J. E. Davies, from 
Essex Rd, to be manager on retirement of 
Mr J. T. Capsey; Lordship Lane: Mr J. H. 
Hodgson, from The Triangle, Hackney, to 
be manager on retirement of Mr S. F. 
Limebear; Rotherhithe: Mr C. P. Mont- 
gomery, from Greenwich (East), to be 
manager on retirement of Mr H. F. Spong. 
Pocklington: Mr J. T. Coates, from Riby 
Sq, Grimsby, to be manager on retirement 
of Mr W. C. Hamilton. Rhyl and Prestatyn: 
Mr M. H. J. Owen, an inspector, to be 


manager. Shipley, Yorks: Mr R. Edmond- 
son, from 10 Market St, Bradford, to be 
manager on retirement of Mr E. S. Walker. 
Stone: Mr C. Welch, from Burslem, to be 
manager on retirement of Mr R. C. Bentley. 


British Linen Bank—Musselburgh: Mr T. 
S. Deas, from Tolcross, Edinburgh, to be 
manager on retirement of Mr T. Drysdale. 

Clydesdale & North of Scotland Bank— 
Head Office: Mr I. A. Anderson, from Chief 
Overseas Branch, Glasgow, to be an assistant 
inspector of branches. London, Lombard St: 
Mr W. R. Smith to be manager, Trustee Dept. 


District Bank—Mr H. H. Helliwell to be 


chief inspector. 


Lloyds Bank—Head Office: Mr R. W. C. 
Fitz, from Cheltenham, for special work 
under the general managers. Birmingham, 
Perry Barr: Mr C. D. Fergusson, from 
Chesterfield, to be manager on retirement 
of Mr R. F. West. Birtley: Mr D. S. 
Hamilton, from Stanley, to be manager. 
Consett: Mr J. G. Collins, from Birtley, to 
be manager on retirement of Mr J. K. 


Milburn. Gloucester: Mr A. J. Scholefield, 
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from Head Office, to be assistant manager. 
Haverfordwest: Mr B. J. Radley, from 
Oswestry, to be manager. Oswestry: Mr 
E. D. W..Owen-Jones, from Shipston-on- 
Stour, to be manager. 


Martins Bank—Mr E. N. Butler, at present 
joint general manager, to be a member of 
the London board; Mr C. Whiteley to be a 
joint general manager in London; Mr L. G. 
Tunnah to be assistant general manager in 
Liverpool; Mr L. J. Walton to be assistant 
general manager in London. Newburn: Mr 
M. W. Jaques, from St John’s Chapel, 
Bishop Auckland, to be manager. St Fohn’s 
Chapel: Mr C. H. Bramwell to be manager. 


Midland Bank—Head Office: Mr W. G. 
Kneale to be a general manager’s assistant 
in succession to Mr J. Dandy; Mr W. T. B. 
Lewis, from Holborn Circus, to be a 
superintendent of branches in succession to 
Mr W. G. Kneale. Staff Dept: Mr D. S. 
Theobald, from 82 London Rd, Morden, 
to be a district staff superintendent. London 
—Bermondsey: Mr B. S. Knight, from 
Hendon Central, to be manager in suc- 
cession to Mr C. D. King; Curzon St: Mr 
E. F. Clear, from Mitcham Lane, to be 
manager in succession to Mr E. S. Cotsell; 
Holborn Circus: Mr D. R. West, from 
431 Oxford St, to be assistant manager in 
succession to Mr W. T. B. Lewis; 172 
Strand: Mr E. S. Cotsell, from Curzon St, 
to be manager on retirement of Mr W. C. E. 
Drury. Bournemouth, East Boscombe: Mr 
C. B. Turner to be manager in succession 
to Mr L. C. Arnold. Cheadle (Cheshire): 
Mr L. W. Barlow to be manager on retire- 
ment of Mr G. A. Kinder. Clacton-on-Sea: 
Mr H. F. Holloway to be manager on 
retirement of Mr I. E. Goodwin. Fording- 
bridge: Mr B. D. Tickle to be manager on 
retirement of Mr J. G. Rothery. Liverpool, 
Sefton Park: Mr E. Radcliffe to be manager 
on retirement of Mr W. Roberts. Man- 
chester, Royal Exchange: Mr A. L. Lumsden, 
from Neston, to be manager on retirement 
of Mr M. C. Donaldson. Malvern Link: 
Mr H. J. Loveland to be manager. Morden, 
82 London Rd: Mr C. D. King, from Ber- 
mondsey, to be manager in succession to 
Mr D. S. Theobald. Neston (Cheshire): 
Mr F. Barnett, from Aintree, Liverpool, to 
be manager in succession to Mr A. L. 
Lumsden. Plymouth, Mutley: Mr N. R. 
Ward, from City Centre, to be manager on 
retirement of Mr H. Wood. 


National Provincial Bank—London—Fins- 
bury Sq: Mr H. K. Thomson, from Fen- 
church St, to be manager; Marble Arch: 
Mr J. W. Ibbetson, from City Office, to be 
manager; Southwark: Mr W. C. Frankum, 
from Finsbury Sq, to be manager on retire- 
ment of Mr E. Kaye. Boston: Mr G. L. 
Hulland, from Market Drayton, to be 
manager on retirement of Mr N. A. Cowey. 
Cardigan: Mr J. G. Roberts, from Aber- 
ayron, to be manager on retirement of Mr 


G. Morris. Cheltenham, Montpellier: Mr 


E. W. J. Head, from Reading, to be manageg 
on retirement of Mr H. G. Rugg. Crediton: 
Mr E. R. Underhill, from Dursley, to be 
manager on retirement of Mr C. W. Thayer, 
Ebbw Vale: Mr T. L. Thomas, from 
Merthyr Tydfil, to be manager on retire- 
ment of Mr W. W. Thomas. Gorleston-on- 
Sea: Mr A. E. Dixon, from Long Sutton 
to be manager on retirement of Mr C. R. 
Nevett. Llanfyllin: Mr J. Rees, from Haver. 
fordwest, to be manager on retirement of 
Mr E. O. Williams. Lowestoft: Mr G. A. 
Hunter, from Kidderminster, to be manager 
on retirement of Mr S. Caradine. Radlett: 
Mr G. H. Seymour, from Queen’s Rd, 
Bristol, to be manager on retirement of 
Mr R. W. Cogger. Sandown, IoW: Mr 
W. R. Ling, from Ryde, IoW, to be manager 
on retirement of Mr H. H. While. 


Westminster Bank—Head Office: Mr A. T. 
Gill, from Secretary’s Office, to be deputy 
assistant secretary and secretary to the 
provident fund committee on retirement of 
Mr G. 'T. Bickle. Premises Dept: Mr J. H. 
Griffiths, from Chancery Lane and Holborn, 
to be joint premises manager. London— 
Blackfriars: Mr H. W. Heycock, from Stoke 
Newington, to be manager; Cavendish Sq: 
Mr C. D. Collins, from Piccadilly Circus, 
to be manager; Chancery Lane and Holborn: 
Mr G. E. Galaud to be manager; Eltham: 
Mr J. R. Laver, from Blackfriars, to be 
manager on retirement of Mr P. S. Brock- 
well; Fenchurch St: Mr F. M. Russell, from 
Bexleyheath, to be manager on retirement 
of Mr E. M. Harris; Norbury: Mr C. J. 
Hudson, from Borough, to be manager on 
retirement of Mr H. W. Dixon; Piccadilly 
Circus: Mr S. C. Prior, from Threadneedle 
St, to be manager; Upper Clapton: Mr 
J. W. Seabrook to be manager on retirement 
of Mr S. A. Cross; West Ealing: Mr E. C. 
Christie, from Watford, to be manager on 
retirement of Mr J. H. E. Munns; West- 
combe Park: Mr G. H. Langrick, from 
Collier Row, Romford, to be manager. 
Banstead: Mr F. H. Hope, from Seaford, to 
be manager on retirement of Mr J. T. 
Whitehouse. Bexleyheath: Mr S. G. May- 
hew, from Grays, to be manager. Bulwell: 
Mr J. Wyles, from Chesterfield, to be 
manager on retirement of Mr N. A. Ball. 
Cowes, IOW: Mr S. D. L. Shore, from Fal- 
mouth, to be manager. Farnham: Mr K. F. 
de G. Duke, from Midhurst, to be manager. 
Grays: Mr J. H. P. Gillies, from Waltham- 
stow, to be manager. Hatfield, St Alban’s 
Rd: Mr J. S. Chew, from Harpenden, to be 
manager. Lloyd’s Building Branch: Mr J. R. 
Mills, from Bath, to be manager on retire- 
ment of Mr H. W. Gilbert. Keynsham: 
Mr R. J. Collings, from Exeter, to be 
manager on retirement of Mr S. C. Parsons. 
Midhurst: Mr L. E. George, from Oxford, 
to be manager. Newport, IoW: Mr C. T. W. 
Wright, from Cowes, IoW, to be manager 
on retirement of Mr T. C. Ingleton. Ports- 
mouth, Commercial Rd: Mr F. Leach, from 
Hatfield, St Alban’s Rd, to be manager. 
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ager 
tn FINANCIAL STATISTICS 
yer, 
rom 
pe London Clearing Banks 
ton, Net Liquid Special Investments Advances 
. R. Date Deposits* Assets Deposits Total Govt Net Gross 
a £mn £mn %& £mn £mn %t fmn {mn Y%f 
r 1938  .. 2,200 672 29.5 am ~~, ae 964 43.1 
v4 End-Dec: 
Rd, 1951 .. 5,945 2,100 33.2 (102.0) 1,965 31.0 1,889 1,860 30.9 
of 1952 .. 6,056 2,327 36.0 —- 2,148 33.3 2,076 1,665 27.4 
Mr 1953 .. 6,256 2,460 36.7 —- 2,275 34.0 2,194 1,611 25.9 
ger 1954 .. 6,421 2,382 34.3 — 2,353 33.9 2,261 1,783 27.8 
ee ©, 2,471 37.4 — 2,016 30.5 1,928 1,747 28.4 
1956 .. 6,209 2,492 37.4 — 1,980 29.8 1,893 1,832 29.1 
T. 1957 .. 6,390 2,664 38.4 — 2,049 29.6 1,962 1,777 27.6 
uty 1958 .. 6,618 2,493 34.6 —~ 2,102 29.2 1,994 2,126 31.7 
the 1959 .. 6,903 2,628 34.3 — 1,710 22.3 “ 2,818 39.0 
of 19960 .. 74,121 2,251 32.6 143.6 1,271 16.2 3,323 44.9 
H. 
rn, 1959 
a me 2h ce 66,509 2,421 34.9 — 2,021 29.1 1,912 2,170 32.8 
ke Feb 18 .. 6,244 2,141 32.3 — 1,962 29.6 1,853 2,251 35.4 
oq: Mar 18 .. 6,235 2,053 31.0 — 1,928 29.1 1,816 2,364 37.0 
us, Apr 18 ... 6,279 2,092 31.2 a 1,884 28.1 1,766 2,412 37.5 
n: May20 .. 6,253 2,080 30.9 —~ es BP: Fe es 2,467 38.3 
mM: June17 .. 6,365 2,192 32.3 —- 1,816 26.8 1,698 2,496 38.3 
be June30 .. = 6,523 2,270 32.0 — 1992 273.6 .. 2,580 38.3 
k- July 15 .. =6,532 2am) aa.? --- 1,811 26.0 1,693 2,580 38.6 
m Aug19 .. 6,541 2,280 32.9 —- 1,802 26.0 1,684 2.616 39.2 
nt Sept16 .. 6,618 2,339 33.2 -— 1,789 25.4 1,667 2,649 39.1 
J.  ) ae & 2,477 34.4 — 1,729 24.0 1,608 2,716 39.1 
on Nov18 .. 6,745 2,419 33.6 -— 1,729 24.0 1,607 2,752 39.8 
ly Dec 16 .. 6,903 2,543 34.2 — 1Jjae 23.1 1,537 2,795 39.5 
~ Dec 31 .. 6,995 2,628 34.3 — 1.710 22.3 i 2,818 39.0 
r 
nt 1960 
¥ Jan 20 .. 6,924 2,541 34.3 --- 1,698 22.9 1,571 2,846 40.0 
mn Feb 17 .. 6,687 2,296 32.1 = 1,618 22.7 1,486 2,933 42.7 
t- Mar16 .. 6,559 aatt 36.5 — 1,501 21.3 1,368 3,006 44.4 
m Apr 20 .. 6,631 2,262 31.4 — 1,439 20.0 1,309 3,094 44.8 
r. May18 .. 6,625 2,244 31.6 5.8 1,405 19.8 1,275 3,133 45.9 
‘0 June15 .. 6,670 2,253 31.4 69.8 1,376 19.2 1,245 3,134 45.5 
. June30 .. 6,791 2,292 30.8 70.3 1,349 18.1 ice 3,242 45.8 
hg July 20 .. 6,779 Bane Slaa 105.3 1,340 18.5 1,210 3,236 46.3 
f Aug 17 .. 6,760 2,266 31.4 142.6 1,317 18.2 1,185 3,195 45.9 
e Ry 2,276 31.6 142.0 1,312 18.2 1,183 3,203 45.8 
l. Oct 19 .. 6,804 Zant 31:6 141.7 1,304 18.0 1,175 3,231 46.1 
x Nov16 .. 6,798 2,288 31.3 142.6 1,289 17.7 1,160 3,238 46.0 
' Dec 14 .. 6,901 2,399 31.9 143.4 1,288 17.1 1,159 3,229 45.2 
¢ ee & bs 2,498. 34.6 143.6 1,271 16.2 i 3,323 44.9 
$ 1961§ 
e macae .. 6,952 2,456 33.1 147.9 1,256 16.9 1,142 3,260 45.5 
. Feb 15 .. 6,769 aase -38.8 147.2 1,238 17.1 1,124 3,303 47.2 
: Mar15 .. 6,697 2,198 30.4 143 .3 1,187 16.5 1,074 3,354 48.3 
' * Excluding items in course of collection and transit items. 
T All asset ratios are computed in relation to gross deposits, and the advances ratio refers 
to gross advances. 
} Treasury Deposit Receipts. 
§ Figures subsequent to December 31, 1960, are affected by the transfer of Lloyds Bank’s 
Eastern branches to National & Grindlays. ‘This reduced the total of deposits at the clear- 
| ing banks by about £50 millions; the distribution of the reduction in the clearing banks’ 
: assets is not known. 
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Trend of “ Risk °’? Assets 
(£ million) 



































Feb 15, 1961 r Change in 
% of Year to Monthly Periods 
Gross Feb, 1960 1961—_ 
Deposits 1961 Nov Dec Jan Feb 
Investments: 
Barclays 295.3 18.1 — 87.9 —- - 0.1 - 1.3 -13.5 
Lloyds 233.1 18.6 —- 67.0 + 0.5 — -15.2 - 01 
Midland 278.5 17.5 — 113.6 — — —15.2 aia 
National Provincial . 140.3 16.2 — 34.5 - 0.5 - 0.3 - 0.1 — 
Westminster . 147.9 15.4 — 33.9 —13.4 ~-- —- 0.2 — 
District 35.0 i2.7 — 18.7 — 2.0 — —— - 40 
Martins , 50.5 14.8 —- 11.5 - 0.1 —- - 0.1 — 
Eleven Clearing Banks 1, 237.7 17.1 — 380.3 —-15.0 - 1.5 -—-32.3 -17.9 
Advances: 
Barclays 766.7 47.1 + 94.8 +13.1 +17.0 + 8.0 + 6.3 
Lloyds 586.2 46.8 + 16.2 — 4.5 -—- 3.1 -14.3 + 3.1 
Midland 756.2 47.5 +119.7 + 1.4 +19.3 + 0.6 +18.1 
National Provincial . 411.3 47.4 + 48.8 —- 8.1 +2.2 -—- 2.1 + 2.1 
Westminster . 442.6 46.1 + 46 0 + 8.5 - 1.6 -14.0 + 2.6 
District 123.3 48.1 + 18.8 +21 +08 -—-2.5 + 5.2 
Martins : 167.7 49.0 + 12.1 + 0.1 - 3.0 + 4.8 + 2.8 
Eleven Clearing Banks 3, 422.6 47.2 + 373.2 +17.5 +34.6 -20.0 +-45.3 
Trend of Bank Liquidity* 
1958 1959 1960 1961 
Dec Dec Dec 
Mar 31 Mar 31 Jan Feb Mar Nov 31 Jan Feb 
Yo Yo %o 7o Zo Yo 7 7e Yo y fee 
Barclays 34.2 34.4 30.1 32.9 33.8 31.2 31. "0 31.1 33.4 31.3 > ae 
Lloyds 21.9 34.7 2.5 32.9 3.8 3.2 31.0 :.26:0 22.6 3.7 2 
Midland 33.9 35.3 30.4 36.1 33.8 300 30.1 29.9 33.1 31°9 29.9 
National Prov 34.0 360 31.1 37.0 37.6 34.9 30.0 31.6 33.5 34.8 31.4 
Westminster.. 35.4 33.2 32.8 33.4 34.8 35.8 33.4 31.8 32.2 34.7 33.3 
District ao.5 a2.8 26.8 32.3 3.0 31.4 Bed: 22S Fe Be ee 
Martins S2.9 2o.4 3i.d H.3 32.4 S.1 3.9 33.4% B.S HSH Bee 
All Clearing 
Banks .. 00.9 46 8104.3 4.4 32.1 3.5 31.3 32.6 3.1 BE 





* Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 


Mondays: Mar 21, Jan 23, Feb 20, Feb 27, Mar6, Mar 13, Mar 20, 
1960 1961 1961 1961 1961 1961 1961 
per cent 
Bank rate .. St 5t 5 5 5 5 5 
Treasury bills: 
Average allotment rate* 43 4% 43 48 455 4} 4} 
Market’s dealing rate, 

3 months 42 4} 44, 4h 43 43 4% 
Bankers’ deposit rate 3 3 3 3 3 3 3 
Short money: 

Clearing banks’ minimum 3% 3% 33 32 32 3% 34 
Floating money .. 33-48 44-43 38-44 32-41 43-42 33-44 4141 
US Treasury Bill . 3.033 2.230 2.496 2.594 2.485 2.352 2.278 


* Preceding Friday. + Raised from 2 on 21.1.60. 
to 54% on 27.10.60; and to 5% on 8.12.60. 
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Scottish Banks 


Note Net Liquid Special Investments Advances 
Date* Issue Depositst Assetst Deposits Total Govt 

{mn {mn {mn % {mn mn % ££mn {mn % 
1938 (av) 17.9 233.0 34.0 13.9 — 142.2 58.1 — 82.6 33.7 
1951 Dec 77.3 668.1 90.7 12.0 (6.0)§ 384.2 50.9 373.5 221.7 29.4 
—s . 2.6 675.4 122.9 16.3 — 382.2 50.6 369.7 200.7 26.5 
1953 ,, 92.3 691.7 113.3 14.6 _- 416.6 53.7 403.7 191.8 24.7 
RP 738.4 119.8 14.3 — 430.5 51.4 419.0 217.8 26.0 
1955 ,, 104.8 672.2 120.6 15.5 — 378.1 48.7 364.9 200.4 25.8 
1956 ,, 112.8 659.0 121.7 16.0 — 359.4 47.1 345.2 204.8 26.9 
1957 ,, 118.5 676.7 143.8 18.4 — 351.7 44.9 339.3 206.9 26.4 
1958 ,, 119.7 687.3 127.9 16.2 — 349.1 44.1 335.6 235.6 29.8 
1959 ,, 122.4 727.2 137.1 16.5 --- 313.5 37.7 289.0 311.6 37.5 
1960 ,, 125.3 708 .0 131.8 16.3 — 265.8 32.9 240.1 342.7 42.4 
1960 
Feb .. 117.6, 741.8 108.0 13.5 — 321.7 40.2 ai 311.8 38.9 
Mar .. 119.4 725.1 89.7 11.6 <- 308.0 39.9 282.5 327.3 42.4 
April .. 122.7 717.4 101.7 13.1 -— 296.8 38.2 a 335.3 43.2 
May .. 123.6 733 .4 93.6 11.9 0.6 294.4 37.5 - 341.8 43.5 
June .. 124.6 723.1 107.5 13.6 2.8 287.3 36.3 262.1 342.5 43.3 
July .. 128.4 723.9 99.2 12.7 5.3 285.5 36.6 ei 338.7 43.5 
Aug .. 121.9 716.3 98.5 12.7 7.3 285.7 37.1 “is 335.7 43.5 
Sept .. 121.4 714.3 123.5 16.0 7.8 267.2 34.5 241.4 336.5 43.4 
Oct 19 121.2 694.5 128.2 16.3 , 265.7 33.8 240.0 333.3 42.4 
Nov16 122.8 702.4 127.9 15.8 aut 265.9 32.9 240.2 341.4 42.3 
Dec 21 125.3 708 .0 131.8 16.3 7.9 265.8 32.9 240.1 342.7 42.4 
1961 
Jan 18 119.2 688.7 119.6 14.9 8.0 262.6 32.8 237.0 338.9 42.3 
Feb 15 120.8 682.1 113.2 14.3 7.9 259.2 32.7 233.6 344.1 43.4 
Mari15 123.3 687 .2 106.7 13.7 7.9 252.0 32.3 227.0 352.1 45.0 

Northern Irish Banks|| 

1938 (av) 5.3 46.5 tee — ae R , > oe 
1951 Dec 9.2 106.5 6.0 4.9 oe 55.2 44.8 113.9 52.4 42.5 
1955 _,, 8.4 120.2 8.3 6:3 os 57.4 43.3 101.3 57.8 43.6 
1956 ,, 10.2 118.4 78. See — 55.6 41.5 95.5 56.1 41.8 
1957 ,, 9.9 116.6 7.8 &.7 — 54.6 39.9 98.0 56.7 41.5 
1958 _,, 9.3 124.8 8:2 §.7 os 55.9 39.1 105.6 64.0 44.8 
1959 ,, 8.7 132.6 10.8 7.2 ~~ 53.6 35.6 100.0 70.2 46.6 
1960 ,, 8.5 134.0 9.7 6.4 — 46.6 30.6 89.1 80.3 52.8 
1960 
Jan 8.9 133.2 9.5 6.4 — 54.5 36.8 70.5 47.6 
Feb 8.9 131.6 7a $8 a SS § aoe 72.7 49.9 
Mar 8.9 130.3 6.8 4.6 — 53.0 36.2 100.0 74.7 51.0 
April 8.9 132.8 5.9 4.0 a 51.9 3.6... 72.5 $3.2 
May 8.9 132.4 5.4 3.7 — $2.1 38.9 és 77.8 53.4 
June 8.9 136.0 8.6 5.8 — $0.4. Z.5 93.1 79.7 53.3 
July 8.8 133.6 7.58. €.9 — 50.1 34.6 e's 82.0 56.7 
Aug 8.7 133.3 6.8 4.6 — ite  » ee 81.0 55.2 
Sept 8.5 133.9 8.0 5.4 — 49.5 33.7 92.2 83.0 56.5 
Oct 8.4 134.2 8.9 6.0 a 49.3 33.3 es 82.8 55.9 
Nov 8.4 136.2 9.7 6.8 — 48.6 32.5 “ 83.1 55.5 
pe... 8.5 134.0 9.7 6.4 — 46.6 30.6 89.1 80.3 52.8 
1961 
ae a, O4 137.2 12.9 8.4 — 48.5 31.8 79.7 52.2 


* For Scottish banks figures before Oct, 1960, relate to dates varying from bank to bank 
between the middle and end of month. For N. Irish to June 30 and Dec 31 and dates in 
middle of other months. + Excluding items in course of collection and transit items. 

} Liquid assets comprise cash (excluding 100% note cover, above “ authorized ”’ circu- 
lation), balances with Bank of England, money at call and bills; all ratios calculated as 
percentage of gross deposits. § Treasury Deposit Receipts. 

l| Actual liabilities and assets of banking offices in N. Ireland other than National Bank, 
which is a London clearing bank. Liquid assets and investments are computed proportions 
of the banks’ total holdings based on ratio of deposits in N. Ireland to total deposits. 
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Averages 
of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 


1959: Dec 16 


1960: 


1961: 


* Ten clearing banks for 1921-35, thereafter eleven. 


Jan 

Feb .. 
Mer .. 
April.. 
May .. 
June 15 
July .. 
Aug .. 
Sept .. 
| ae 
Nov .. 
Dec 14 
Jan 


as 
Mar .. 


Banking Trends since World War I* 


Nett 


Deposits 


{mn 


1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 
6,617 


7,043 


7,041 
6,803 
6,683 
6,766 
6,746 
6,794 
6,900 
6,876 
6,883 
6,918 
6,923 
7,070 


7,069 
7,888 
6,819 


Liquid Assets 
o/+ 


{mn Yo+ 
680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584 33 
568 32 
596 33 
560 32 
611 34 
668 34 
576 31 
623 31 
692 32 
713 32 
683 30 
672 30 
648 29 
785 31 
676 23 
712 22 
723 20 
788 19 
886 19 

1,280 25 

1,646 29 

1,703 29 

1,920 32 

2,345 39 

2,308 38 

2,097 34 

2,201 35 

2,190 34 

2,098 33 

2,218 35 

2,256 35 

2,256 34 

2,277 33 

2,543 34.2 

2,541 34.4 

2,296 32.1 

2,218 31.5 

2,262 31.4 

2,244 31.6 

2,253 ce 

2,259 31.2 

2,266 31.4 

2,276 31.6 

2,287 5 

2,288  & 

2,399 31.9 

2,456 33.3 

2,252 31.1 

2,198 30 .4 


v2 


TDRs 


1,811 


Special 
Deposits 


5.8 
69.8 
105.3 
142.6 
142.0 
141.7 
142.6 
143.4 


147.9 
147.2 
143 .3 


= . wh 
Ww On 
SSSSal LILI II Itt tittididdi € 


Investments 
{mn yA 
325 18 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
1,835 26 
1,720 23.1 
1,698 22.9 
1,618 22.7 
1,501 21.3 
1,439 20.0 
1,405 20.0 
1,376 19.2 
1,340 18.5 
1,317 18.2 
1,312 18.2 
1,304 18.0 
1,289 17.7 
1,288 17.1 
1,256 16.9 
1,238 > 
1,187 16.5 


Advances 
{mn 4%} 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
950 54 
994 55 
965 54 
921 52 
847 47 
762 39 
756 40 
772 39 
869 39 
844 39 
958 42 
980 43 
995 44 
964 39 
872 29 
810 25 
759 21 
761 18 
778 17 
897 18 
1,117 20 
1,330 23 
1,450 24 
1,614 27 
1,835 31 
1,851 30 
1,743 28 
1,817 28 
2,033 31 
1,911 30 
1,967 31 
2,023 30 
2,634 38 
2,936 39.5 
2,963 40.6 
3,049 42.7 
3,130 44.4 
3,228 44.8 
3,256 45.9 
3,258 45.5 
3,357 46.3 
3,312 45.9 
3,313 45.8 
3,345 46.1 
3,363 46.0 
3,397 45.2 
3,377 45.5 
3,423 47.2 
3,476 48 .3 


+ Excluding only cheques and balances in course of collection. { Ratios to gross deposits. 
‘Revised basis: see Note on page 78, The Banker, February, 1961. 
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Government Sales of Marketable Securities 


Stock shown in bold figures; Treasury bills in italics 


Official Domestic Banking ** Non-Bank ” 

Sales (+) Portfolios Portfolios 

Home 
Clearing Scots Discount ‘Total Overseas and Total 

(£ millions) Banks Banks Market Official Overseas 

Private 
1951* + 862t +417 -27 - 3 £4+387 a +-475t 
— 862 -382 +3 .-110 -489 -366 - — 373 
1952 -+- 324} +187 +2 -23 +166 oe ? + 158t 
+- 286 +392 -+-17 +t 77 +486 -310 +110 -~+200 
1953 + 507+ +119 +34 +92 44+244 a ie + 263t 
-+- 309 +156 -—-2 -+- 97 + $7 +208 + 44 4+ 259 
1954 -+125f + 67 +415 - 10 + 7 po i + 53 
- 80 — 139 — $5 7 —137 — 48 265 +217 
1955 + $1f -334 -54 65 — 453 j Ais + 534t 
+187 + 72 + 3 + 27 + 104 — 59 -142 + 83 
1956 + 33} 35 -20 - 14 - 69 ae ie + 102t 
—195 + 4 +2 %-119 -113 - 344 - 448 -— § 
1957 — 29t +69 -6 -7 - 7 is ia — 223 
-+ 20 +127 +14 + 62 +203 — 105 - 78 — 183 
1958 +141} +33 -4 +98 +4127 hi we + 14t 
-+ 46 -218 -12 + 9 4-221 t 7O +197 +267 
19597 — 246} -397 -47 - 4  -448 +202 
+ 14 + 33 -3 - 68 -— 38 + 52 
1958: I +122t +45 -3 +2 4+ 44 - hi + 78t 
— 35] — 321 —-15 -119 -455 - 56 +160 +104 
I] + 61f + 87 +4 + 33 +124 oe ~ ~ 63f 
+ 39 +30 -] - 80 - $1 +45 4+ 45 4+ 9 
III + 67} +22 +1 +27 + 50 i ii + 17 
+-. 68 +71 +5 +16 + 92 - 6 - 178 —-% 
IV — 109} —101 -5 + 36 —- 70 i - 3 
+290 + 2 -—-1 +192 +193 + 87 - 10 + 97 
1959: I —- 60f -178 -22 + 20 -180 pa +-120t 
—581t -308 -10 -243 -561 Pe i — 20t 
IT — 29 -118 -10 +10 -118 + 36 + 53 + 89 
+104 +141 +23 -10 +134 - FJ -—-23 — 
III — 33 — 31 —- 1 - 2 — 34 + #4 - 3 + 1 
+189 +139 + 55 +194 -44 4399 - § 
IV — 124 - 70 -14 - 32 -116 -~ 21 +13 - 8 
+302 +61 +4 +130 +195 +92 +15 +107 
1960: I — 345 -229 -6 +36 -199 - 33 -113 -14 
— 125 -277 -6 —- 80 - 363 + 71 +167 +238 
II + 31 -1233 -21 +12 -132 + 59 +104 +4163 
— 34 +17 -6 +21 + 32 - 4.-62 - 66 
III +202 - 62 -21 + 44 - 39 + 53 +188 +241 
+ 106 +24 +22 - 77 -—- 3!1 —- 40 +177 +137 
IV + 198 — 24 - 1 +42 +17 -~ 13 +194 +4181 
+ 52 + 24 -13 + 68 + 79 i 


* Mid-March to end-December only. 
t To mid-December (but including overlap in second half of March made inevitable by 
non-publication of Bank of England figures for 1959, I). 
T Includes securities sold to (or bought from) Banking Department of Bank of England. 


NoTE: Quarterly periods are between bank make-up dates exc 


ept for (i) stock figures 


throughout 1958 of Scots Banks and Discount Market, (ii) ‘‘ Official Sales’ figures in 


1959, I, for both stock and bills, which are for quarter-ends. In these instances, therefore, 
the relevant derived totals in the final column are liable to error. 
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THE EXCHEQUER FINANCES 


I—The Budget 
(£ million) 





Gain or 
Original Expected April 1, loss* on 
budget gain or 1960, to corresponding 
tal estimates _loss* on Mar 18, period of 
1960-61 1959-60 1961 1959-60 
Total Inland Revenue 3,273 +263 2,980 .8 +133 .7 
Customs and Excise .. 2,409 +127 2,321 .7 + 99.3 
75t Other revenue 298 - 40 327 .8 -~ Fa 
13 Total ordinary revenue. 5,980 +350 5,630 .3 +225.9 
58t Debt interest (including sinking fund) 680 - 26 709 .5 — 48.4 
00. Other consolidated fund 89 - 1 92.0 —- 8.0 
Supply expenditure .. 4,907 — 405 4,636.2 — 398 .2 
53] Total ordinary expenditure 5,676 — 432 5,437.7 ~ 454.6 
sae Above line surplus or deficit +304 - $2 +192.5 — 228.8 
17" Net deficit below line — 622 + 78 — 544.3 + 160.9 
of which 
St Viol loans (net lending shown 
33 minus) .. e + 56 + 1 + 51.5 - 2.5 
2t loans to state industries, net — 465 +1 09 — 431.0 +165 .2 
2 Total deficit . ha a -318 a — 351.8 —- 67.9 
2+ * Plus indicates increase in receipts or surplus, fall in expenditure or deficit. Minus 
3 indicates fall in receipts or surplus, rise in expenditure or deficit. 
4t yp . 
7 Ii—National Savings 
2} (£mn: Receipts into Exchequer reported during period) 
Savings : Total 
St Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 
4 | ficates Bonds Banks Bonds Small Interest Bond ing In- 
3 (net) (net) —. (net) fast) Maturity vested* 
” 1953-54 .. +19.0 + 0.3 -79.3 — - 60.0 88.6 -—38.4 6,008.7 
1954-55 .. +46.0 +51.1 - 35.4 --—- + 61.7 88.8 -28.8 6,126.2 
it 1955-56 .. +19.7 +21.5 -80.4 — - 39.2 82.7 -50.8 6,123.6 
j 1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
t 1957-58 .. -21.3 -22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 
] 1958-59 ..--131.9 +117.9 -55.2 +66.5 +2704 54.4 -10.0 6,582.0 
. 4 +66.9 +144.4 +52.7 +41.1 +306.0 83.5 - 1.7 6,969.0 
1959- 
1 April-Jan.. +61.5 +124.4 +18.2 +38.4 +242.7 69.9 -— 1.4 6,892.0 
) February +3.2 +12.3 +19.4 +1.5 + 36.4 7.0 - 0.1 6,935.0 
1960-6 
| April-Jan.. +52.3 +90.0 - 7.6 +47.3 +182.1 76.0 -— 1.0 7,223.0 
, February... + 4.6 + 7.9 +20.00 +3.9 + 36.4 7.6 — 7,267 .0 
. * After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 





Iii—Floating Debt 














(£ million) 
Change in three 
Beginning of April* Mar months to 
18, Mar 18, Mar 19, 
1958 1959 1960 1961 1961 1960 
Ways and Means Advances: 
Bank of England x os — — — - 1.5 
Public Departments 239.6 291.6 215.3 307.9 + 96.5 + 30.3 
Treasury Bills: 
: Tender 3,120.0 2,950.0 3,460.0 | 3,080.0 -530.0 -—230.0 
Tap 1,499.4 1,986.3 1,845.7 1,595.8 -198.3 -261.2 
3 4,859.0 5,227.9 5,521.0 | 4,983.7 -631.8 -462.4 














* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 


Mar 18, Jan 20, Feb17, Feb 24, Mar3, Mari0, Mar 17, 




















1960 1961 1961 1961 1961 1961 1961 
Official Market 
Spot... -. 28 2.802 2.80 2.799% 2.793 2.793 2.79% 
3 months .. *epm Hepm BHepm tepm ?cepm Bc pm an pm 
Security* .. .. 2.77% 2.78% 2.782% 2.78% 2.79 2.77% 2.75% 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (-) can and in of Balances} 
Quarters Aid Credits Reserves Period 
1946 - — 908 = +1123 + 220 2696 194 
1947 - — 1431 --- +3513 — 618 2079 267 
1948 * -1710 682 + 737 — 223 1856 295 
1949 sis — 1532 1196 + 116 — 168 1688 236 
1950 + 805 762 + 45 +1612 3300 257 
1951 — 988 199 — 176 ~ 965 2335 508 
1952 —- 736 428 - 181 — 489 1846 472 
1953 - + 546 307 — 181 + 672 2518 491 
1954 va + 480 152 — 388 + 244 2762 428 
1955 rr - 575 114 —- 181 — 642 2120 480 
1956 ~ 626 66 + 573 + 13 2133 679 
1957 - 419 26 + 533 + 140 2273 602 
1958 +-1005 6 — 215 + 796 3069 654 
1959 + 449 me — 782 — 333 2736 719 
1960 + 771 — — 275 + 496 3231 res 
1959: 

II + 206 -— — 173 + 33 3172 737 
Il + 164 ~~ - 52 + 112 3284 672 
IV — 94 —— 454 — 548 2736 735 

1960: 
I + 107 —- - 62 + 45 2780 928 

II + 180 — - 67 + 113 2892 1224 
III + 398 ~-- — 182 + 216 3108 1376 
Oct + 128 — - 97 + 31 3139 
Nov + 28 — —_ + 28 3167 
Dec - 69 — + 133 + 64 3231 
IV a + 87 — + 36 + 123 3231 

1961 
Jan ait + 25 — - tii + 14 3245 
Feb i —- 50 — — - 50 3195 
Main Special Items Detailed 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans. . a 1951-56 Annual service of US and 
1947-49 IMF loan 300 Canadian loans, etc .. 181 
1948 South African loan ‘a. 1954 EPU funding payment . 99 
1956 Sale of Trinidad oil -. mee IMF repayment . 108} 
IMF loan , . a 1958 Service of N Amer loans 188 
1957 India’s IMF loan 200 1959 IMF repayment. .. 200 
Return of interest on US IMF subscription a ae 
loan Repayment of Ex-Im_ .. 255 
Export-Import Bank .. 250 Service of N Amer loans 184 
1960 US bid for Ford Motor.. 367 1960 IMF repayments i ~ 


IMF gold payment “4 
Service of N Amer loans 187 


® Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin. 
t Remainder of 1947-49 loan repaid in sterling. 
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E TRENDS ON WHICH I 
COMMENTED in my Re- 
view of 1959 have continued at 
an accelerated pace. It seems 
cearthat only a Europe in which 





Beyond immediate commer- 
cial considerations lies the 
broader concept of the twenty 
Latin American republics as 
members of the western world, 
towards whom the developed 
countries may be said to have 
certain obligations. 


HE TENSIONS IN THE EX- 

CHANGES and the reduced 
buying power of Latin America 
and other raw material pro- 
ducers following lower com- 
modity prices are two of the 
most important factors in the 
international trade position 





‘PURELY 








COMMERCIAL 
VIEW’ OF 





LATIN AMERICA- 


A COMMON ERROR 


Sir George Bolton’s view 





there is a real co-ordination of 
financial resources and econo- 
mic thinking - something more 
permanent and far-reaching 
than the unification of Customs 
tariffs- can effectively accept 
and develop an unavoidable 
share of the responsibility for 
assisting the under-capitalized 
countries of the western world. 
It is doubtful whether the 
purely commercial assistance 
that Europe is giving to the 
under-capitalized countries — 
particularly in Latin America — 
is enough to meet the urgent 
problems that are arising. 








and are having their relentless 
debilitating effect onthe volume 
of world trade. The fight for 
foreign markets is developing 
on the scale of a trade war as, 
unless sensible solutions of the 
major problems are _ forth- 
coming, the trade of most 
countries, including the vuK, 
can only expand at the ex- 
pense of competitors. The 
competitive factors of price, 
delivery, quality and credit 
terms, operating in an atmos- 
phere of exchange tension, re- 
duced international buying 
power and falling profit mar- 





gins, will lead to social troubles 
at home and bad foreign rela- 
tions. Unless Germany can be 
made to understand that the 
western world cannot tolerate 
an indefinite substantial under- 
valuation of the pM arrived at 
by historical accident, that 
confidence cannot return to 
markets while the dollar re- 
mains suspect, and that the 
industrial countries’ produc- 
tive capacity cannot be fully 
used unless the under-develop- 
ed countries are given pur- 
chasing power, then the West 
faces a period of stagnation, 
economic depression and un- 
employment. 


HIS IS NOT A SITUATION 

SUSCEPTABLE to domestic 
policies; adventurous monetary 
and budgeting policies aimed 
at giving temporary relief, 
would have the effect of ulti- 
mately widening the area of 
disturbance. An international 
programme is urgently re- 
quired to (1) restore’ the 
stability of the pattern of ex- 
changes; (2) end the un- 
healthy concentration on gold, 
both as a private store of value 
and as a commodity likely to 
increase in price; it is useless to 
expect the international ex- 
changes to carry out their main 
task of providing the channel 
for trade and finance if the 
media of ultimate settlement, 
viz gold, is subject to con- 
tinuous speculation, and (3) 
remove the restrictions which 
keep European capital markets 
apart and thus allow the grow- 
ing volume of savings to be 
made available to finance the 
capital needs of countries that 
are engaged in developing 
their industrial capacity. 






BANK OF LONDON & Riese: e030 LIMITED 


The full text of Sir George Botton’s review and a copy of the Directors’ Report and Statement of Accounts can be obtained from the Secretary 
40-66 QUEEN VICTORIA STREET LONDON EC4 
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Russell 
Security 
Chequ 
Tullis Russell offer the benefits of 50 years’ experience C C 

and skill in making sensitized security cheque paper, of a Paper 

quality and character that help to safeguard the reputation 

of British Banking all over the world. Day and night, 

month in and month out, one of Tullis Russell’s machines 

is engaged entirely in making this paper for all the big 

banks at home and overseas. Every stage of the work is 


supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 

For safety, security and consistency of quality, specify 
T.R. Security Cheque Paper—it is a credit to Banking! 


Tullis Russell 


e CO LTD 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS & SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “Ivorex House” Upper Thames St., E.C4 
SIRMINGHAM: 18-19 Ludgate Hill MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 
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Deposits: 


(a) Sight Deposits 
(b) Time Deposits 
(c) Savings Deposits 


Nostro Liabilities . 





Established 1780 


BAYERISCHE STAATSBANK 
MUNICH 


Condensed Balance Sheet as at 31st December, 1960 


LIABILITIES 


Acceptances and Promissory Notes 
Loans taken at Long Term 


Transitory Credits 


Capital 
Reserves 


Provisions including Pension Funds 


Other Liabilities 


Net Profit .. 


Cash, e 


Season with Banks 
Bills and Cheques. . “ 
Treasury Bills and Certificates 


Securities 


Equalisation Claims on the Government 


Advances 


Long-Term ‘Lendings 
Transitory Credits 


Participations 
Real Estate 


TOTAL 


Furniture and Equipment 


Other Assets 


TOTAL 


ASSETS 


DM 
543.198.980 
893.875.872 
230.280.052 








DM 


1.667.354.904 
5.812.669 


385.220.457 
10.092.457 
40.000.000 
46. 100.000 
61.863.725 

1.411.944 
8.642.143 





2.226.498.299 





DM 
214.169.336 
294.960.063 
337.727.501 
134.670.283 
161.245.560 
116.058.115 
537.131.110 
367.082.255 

10.092.457 
19.068.814 
26.172.000 


] 
8.120.804 





2.226.498.299 








Board of Managers: Dr. Dr. A. Jamin(President); Dr. W. Imhof; Dr. C. Kauffmann; 
K. Stauber; Dr. L. Schilling; Dr. A. Model; K. Sonntag 
Foreign Manager: Dr. W. Diehm 
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The Seventy-Second Annual General Meeting 
of The British Bank of the Middle East was 
held on March 7th in London, Sir Arthur 
Morse, K.B.E., presiding. 

The following is an extract from the 
circulated statement for the nine months 


ended December 31st, 1960:— 


Sir Neville Gass, formerly Chairman of 
British Petroleum Ltd., and who has had 
associations with our Bank in Persia and 
elsewhere for many years, was invited to join 
our Board in June last. We are fortunate to 
have in our deliberations the benefit of his 
long experience in the Middle East. 

Mr. Musker, who has been our General 
Manager for ten years, was also invited to 
join the Board at the same time. 

CHANGE OF ACCOUNTING PERIOD 
You will recall that in my Statement sent to 
you with the Report and Accounts at the 
Bist March, 1960, I reported that The 
Hongkong and Shanghai Banking Copora- 
tion held 99} per cent. of our shares. Since 
then this holding has been further increased. 
In order to bring our accounting system into 
line with that of the two members of the 
Group to which we belong, we have changed 
our accounting year to end on the 3list 
December instead of the 3lst March. The 
accounts now being presented are thus for 
the period of nine months ended 3lst 
December, 1960. 

A SATISFACTORY YEAR 

1960 was a satisfactory year. Our Balance 
Sheet total of £111 million has passed the 
£100 million mark for the first time and 
shows an increase of £19 million over the 
figures at 3lst March, 1960. This is mainly 
‘accounted for by an increase of £17 million 
in our Deposits and Ancillary Accounts. 





The British Bank of the Middle East 


A SATISFACTORY INCREASE 


On the assets side, Cash and Balances at 
Banks at £6.4 million is £2.6 million less and 
Money at Call and Short Notice at £62 
million is £400,000 more than last year. 
Investments in British and other Government 
securities at £33.9 million are £9.3 million 
higher. 

British and other Government Treasury 
Bills at £8.8 million are £4 million higher and 
Trade Bills Discounted at £12.3 million are 
£1.4 million down. 


INCREASE IN ADVANCES 


Advances to Customers and other accounts 
at £32.5 million are up by £5.6 million and 
Confirmed Credits, Guarantees and Endorse- 
ments amount to £16.2 million, a reduction 
of £2 million. 

Our investment in 49 per cent. of the shares 
of The Bank of Iran and the Middle East is 
unchanged at £583,333. 

Bank Premises stand at £419,739, an 
increase of £99,000 over the previous year. 
Purchases of office sites in Libya account for 
the increase. 

Events in the area where we operate were 
generally stable during 1960 and this has 
enabled us to show good progress. 

The nett profit after tax of £297,624 for 
the period of nine months ended 3lst 
December, 1960, compares with £332,063 
for the 12 months ended 31st March, 1960, 
an increase of nearly 20 per cent. on 4 
proportionate basis. 

A dividend of 12 per cent. is recommended 
for the period of nine months which compares 
with 15 per cent. for the previous full year. 

The Directors have allocated £100,000 to 
Reserve Account, £50,000 to Bank Premises 
Account and transferred £200,000.from our 
inner reserves to our Reserve Account, 
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making the balance of that account, 
£2,500,000 
OIL PRODUCTION 

Our business in the Middle East and the 
prosperity of our customers are so closely 
connected with oil production that I usually 
quote the total production of our area and 
compare it with that of the previous year. 
The latest figures I have are up to the end of 
November and for the eleven months 
reported up to that date the production was 
228,196,000 metric tons; this compares with 
218,582,000 metric tons for the whole of 
1959. If production continued at the same 
rate for the remaining month of December 


1960, the total for the year will be some 14 


per cent. above 1959. That for 1959 exceeded 
the production of 1958 by 7 per cent. 

We recently received permission’ to 
establish our Bank in Casablanca, in the 
Kingdom of Morocco, and steps are now in 
hand to avail ourselves of this opportunity 
to extend our activities to yet another Arab 
country. 

Our thanks are due to our staff, of all 
nationalities, at home and abroad, for their 
year of work which has produced the good 
result and expansion of business which I am 
able to report. 

AREAS OF ACTIVITY 
Iran.—In my last Statement, relating to our 
financial year which ended 31st March, 1960, 
I was able to comment on the accounts of 
our associate “The Bank of Iran and the 
Middle East”’ and copies of their accounts 
were available at the same time as ours. 

In order to comply with Persian laws and 
customs, the Bank of Iran and the Middle 
East will maintain its financial year to end 
the 20th March next, which is the last day of 
the Persian calendar year and I have, there- 
fore, no fresh comment to make on their 
published accounts. 

Aden.—For some years Aden has suffered 
from a series of labour strikes which have 
done great damage to its trade, much of 
which has been diverted elsewhere, perhaps 
permanently. 

India—The last year of India’s second 
five-year plan was over- 
shadowed by a continued and 
Steady drain on her foreign 
exchange reserves, but aid from 
foreign countries and institu- 
tions is expected. 

Our branch in Bombay, 
which provides a valuable link 
between India and our chain of 


has had a satisfactory year. 
lraq.—Conditions in markets 








more liberal scale than in 1959 and as a result 
some markets have become overstocked. 
Jordan.— Political conditions remained stable 
despite the assassination of Prime Minister 
Majali in August and this speaks well for the 
strength of His Majesty’s position in the 
country. 

Diplomatic relations have been resumed 

with Iraq and it is to be hoped that this will 
exert a stabilising influence. 
Lebanon.—A continuing influx of foreign 
capital, mainly from the neighbouring Arab 
States, and a steady flow of remittances from 
the numerous Lebanese emigrants abroad, 
caused bank deposits to expand once again. 
New bankscontinued to open in Beirut—there 
are now over 50 authorised to operate. None 
the less our branches were able to make good 
progress. 

Our new Ras Beirut Office was completed 
and occupied in November. All three of our 
branches in Beirut and our branch at Tripoli 
are now well housed. 

Libya.—The prospects for Libya are good 
and our branches at Tripoli and Benghazi are 
well placed to contribute to the economic 
development which lies ahead. 

Saudi Arabia.— Business during the year was 
quiet and money tight. Merchants allowed 
stocks to run down and orders for goods 
other than essentials were smaller than for 
some years. In particular, the import of 
luxury goods was at a low level. 

Sheikhdom of Kuwait.—The production of 
crude oil by the Kuwait Oil Company Ltd. in 
the eleven months. to November 1960, 
amounted to 73,672,000 tons and it is 
expected that total production for the year 
will reach 80 million tons. This compares 
with 68,439,000 tons in 1959. In August 
1960, the posted price of crude oil was 
reduced from $1.67 to $1.59 per barrel, but in 
spite of this the income accruing to the State 
should be slightly higher than last year. 

The Arabian Oil Company had a successful 
year and their eighth well is now in produc- 
tion. Average production of each well is 
about 6,500 barrels a day. 

In October a decree was passed setting 
up the Kuwait Currency 
Board, which will be respon- 
sible for the issue and 
maintenance of the new 
currency, the Kuwaiti Dinar. 
It is expected that the new 
currency will be put into 
circulation in the spring. 

The branches which we 
opened last year in Mubarrakia 
Street and Hawalli are now 
well established and have 
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STATE BANK OF INDIA 





Attainment of the Target of 400 New Branches in Five Years 





Expansion of Advances 





Annual Report and Shri P. C. Bhattacharyya’s Speech 





the State Bank of India was held in 

Bombay on March 6, 1961, Shri P. C. 
Bhattacharyya, the Chairman, presiding. 
The State Bank of India recorded during 
1960 good progress both in its traditional 
business as well as developmental activities. 
The following are the salient features of 
the Bank’s Report for the year 1960 and 
the Chairman’s speech delivered at the 
Sixth Annual General Meeting: 


T tne Sixth Annual General Meeting of 


Advances 


The Bank’s advances (including bills) 
which had stood at Rs.1,581m. in October, 
1959, increased rapidly during the busy 
season of 1959-60 and reached a peak of 
Rs.2,157m. in July, 1960. There was hardly 
any contraction in the Bank’s advances 
during the slack season of 1960. 

Advances have increased further in the 
current busy season. ‘They stand at present 
(February, 1961) at Rs.2,494m. and form 
19.93 per cent of the total advances of all 
scheduled banks. Industry continued to 
claim a preponderant share (67.2 per cent) 
of the Bank’s advances. 


Deposits 


The Bank’s deposits, however, declined 
from Rs.5,634m. in December, 1959, to 
Rs.5,574m. in December, 1960, and to 
Rs.5,131m. in February, 1961, when they 
formed about 28.36 per cent of the total 
deposits of all scheduled banks. The non- 
accrual of rupee counterpart funds in 
respect of U.S.P.L.480 from May 12, 
1960, and the transfer of the previously 
accumulated funds on this account to the 
Reserve Bank of India at the rate of Rs. 
120m. per mensem from July, 1960, were 
responsible for the decline in the Bank’s 
deposits. But, if the U.S.P.L. 480 funds 
are kept out of account, the Bank’s deposits 
increased by Rs.279m. during 1960. 

The rate of growth of deposits, however, 
declined in the latter half of 1960 and if 
the demand for bank credit continues to 
increase, banks have to make all efforts to 
increase deposits. It is in this context that 
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the State Bank has decided to intensify its 
deposits drive, especially in the rural and 
semi-urban areas, and has for this purpose 
raised its rate of interest on savings bank 
accounts from 14 per cent to 2} per cent 
per annum and that on savings bank deposit 
accounts from 24 per cent to 2? per cent 
per annum. 


Foreign Exchange Business 


The volume of foreign exchange business 
handled by the Bank increased appreciably 
during 1960. ‘The new foreign accounts 
opened were in U.S. dollar, Italian lira and 
Norwegian kroner. ‘The Bank has been 
operating a growing number of non- 
convertible rupee accounts, following the 
numerous bilateral trade agreements con- 
cluded by the Government of India. The 
Bank has been enjoying very cordial rela- 
tions with the leading banks all over the 
world and these relations were strengthened 
further during the year. 

The Bank’s Rupee Travellers’ Cheques 
continued to be popular, their total sales 
during the year aggregating Rs.8.4m. In 
addition to all the Bank’s own offices, these 
cheques were on sale during the year at 
231 offices of 49 selling agents in India and 
abroad. ‘These cheques are also encashable 
on board the liners of leading steamship 
companies. 


Branch Expansion Programme 


With the opening of the. branch at 
Kairana in U.P. on June 1, 1960, the 
Bank fulfilled before schedule its statutory 
obligation to open 400 branches in five 
years. The opening of 400 new branches 
by a single bank in a period of less than 
five years is a development which has no 
parallel in the history of Indian banking. 
This large Branch Expansion Programme 
has, however, placed a heavy strain on the 
Bank’s staff resources at all levels. 

A Committee of the Central Board has 
been appointed to make its recommenda- 
tions for the future branch expansion policy 
of the Bank. The Bank’s 907 branches and 
offices, together with the 381 offices of its 











subsidiaries, extend banking facilities over 
a wide area. 


Rural Credit 


The several special financial facilities 
extended by the Bank to co-operatives were 
availed of by them in an increasing measure. 
At the end of September, 1960, the remit- 
tance facilities granted by the Bank to 
credit co-operatives amounted to Rs. 
1,599m.; the credit limits sanctioned by 
the Bank to co-operative banks stood at 
Rs.152m. and those sanctioned to marketing 
co-operatives stood at Rs.24.9m. Co-opera- 
tive sugar factories continued to claim a 
major share of the Bank’s assistance 
(Rs.27.3m.). 

The Bank’s holdings of debentures of 
Central land mortgage banks increased to 
Rs.9.3m. The aggregate credit limits 
granted by the Bank to co-operative insti- 
tutions amounted to Rs.228m. on Septem- 
ber 30, 1960, The Bank continued to play 


an important part in assisting the ware- 





housing development and the credit limits 


sanctioned by the Bank against such 
receipts stood at Rs.21.6m. on September 
30, 1960. 


Finance for Small-scale Industries 


The total credit limits sanctioned tp 
small-scale industries under the Bank’s 


scheme increased during the year from: 


Rs.46.2m. to Rs.78.2m. and the number of 
accounts rose from 1,496 to 2,451. The 
bulk of the limits sanctioned by the Bank 
were for less than Rs.50,000 each. The 
Government of India introduced during 
the year a Credit Guarantee Scheme for 
small-scale industries, of which the Bank 
has been taking full advantage. 


Subsidiary Banks 


The process of integration of the eight 
State-owned or State-associated banks with 
the State Bank of India, started in October, 
1959, was completed during the year. The 
task of determining the compensation pay- 









































STATE BANK OF INDIA 
(Condensed) BALANCE SHEET AS AT 3ist DECEMBER, 1960 
(Rs. Millions) 

CAPITAL AND LIABILITIES PROPERTY AND ASSETS 
1959 1960 
Capital—Issued, Sub- 648.4 Cash and Balances ......... 679.3 
56.3 scribed and Paid Up ... 56.3 24.7 Money at Call ............... 17.3 
Reserve Fund and other 3,771.3 Investments................. 2,997.1 
88.9 0 PATO De 5 Re IND nn icndcccconasascss 2,322.4 
3 & =e 5,763.2 33.3 Bills Receivable ............ 19.4 

jf ee | rape 99.6 Constituents’ Liabilities 

ie ee 82.3 for Acceptances, En- 

33.3 Bills for Collection......... 19.4 dorsements and other 
30.7. Other Liabilities ............ 69.0 14.6 CFROIOIR sc vidiisincscccies: 15.6 
Acceptances, Endorse- 23.4 Premises, Furniture, etc. 30.5 
ments and other Obli- 61.3 Other Assets ............... 123.7 

14.6 RNIN Sh wJénddassibenceans 15.6 
5.6 Profit and Loss ............ 5.6 
6,245.8 WE ncinonsataie 6,205.3 | 6,245.8 WN estas 6,205.3 
(Condensed) PROFIT AND LOSS ACCOUNT FOR THE YEAR 1960 
(Rs. Millions) 
EXPENDITURE INCOME 

1959 1960 1959 1960 
768 interest Paid ........:...... 80.5 145.3 Interest and Discount ... 148.7 

70.0 Salaries and Allowances... 73.2 Commission, Exchange 
17.8 Other Expenditure ...... 19.9 36. | and Brokerage............ 42.9 
18.7. Balance of Profit............ 21.8 BA + TD cbisdcsiiecsccesinccsovsias 0.5 
3.5 Other Receipts ............ 3.3 
185.3 WINE. Sitsonasnsns 195.4 185.3 WEE. cncosdcosens 195.4 
Chairman: P. C. Bhattacharyya Vice-Chairman: D. G. Karve Managing Director: S. P. Puri 
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able to the shareholders of these eight banks 
which were taken over as subsidiaries was 
completed to the satisfaction of the share- 
holders of all the banks. Just as the State 
Bank, these subsidiaries have started con- 
ducting Government business, extending 
banking facilities in rural and semi-urban 
areas by opening new branches, providing 
fnance for small-scale industries and co- 
operative institutions and granting advances 
against warehouse receipts. 


On December 31, 1960, the Subsidiary 
Banks had 333 branches and 48 pay offices, 
as compared to 281 branches and 53 pay 
offices at the end of September, 1959. As 
at the end of 1960, limits sanctioned by 
these banks to small-scale industries, to 
co-operative institutions and against ware- 





house receipts aggregated Rs.76.7m., Rs. 
34.5m. and Rs.7.9m. respectively. 


Profits and Their Appropriation 


The increase in the Bank’s advances, 
coupled with a rise of 4 per cent in the 
Bank’s lending rates with effect from 
October 1, 1960, was reflected in the gross 
earnings of the Bank, which went up from 
Rs.185.3m. in 1959 to Rs.195.4m. in 1960. 
The total expenses rose from Rs.166.6m. 
to Rs.173.6m. and the Bank’s net profit im- 
proved to Rs.21.8m. as compared to 
Rs.18.7m. in 1959. This higher profit has 
enabled the Directors not only to strengthen 
the Bank’s Reserve Fund and other Funds 
but also to raise the dividend to share- 
holders from Rs.20/- to Rs.22.75 per share. 
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Den norske Creditbank 
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22 Branches in the Provinces 





Banks abroad 
Securities ; 
Loans and Discounts . 
Sundry Assets .. 
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Statement of Condition, 31st December, 1959 and 1960 


ASSETS 
1959 1960 
Cash Kr. 138,249,789.36 Kr. 124,632,773.52 
Norwegian Banks 63,721,601.12 81,769,419.89 


1,732,745,833.89 





LIABILITIES 
1959 , 1960 
Deposits Kr. 1,126,447,647.44 Kr. 1,229,333,936.23 
Norwegian Banks 103,785,716.77 128,786,605.09 
Banks abroad 123,421,117.69 197,408,169.09 
Sundry liabilities 316,542,692.80 499,611,945.86 
Share Capital and Reserves 62,548,659.19 89,367,334.30 


1,732,745,833.89 


259,322,011.52 
214,538,215.39 
818,059,569.04 
238,854,647.46 


287,688,215.86 
239,829,652.34 
985,037,974.61 
425,549,954.35 








Kr. 2,144,507,990.57 














Kr. 2,144,507,990.57 














The Westbourne Park 
Building Society is prepared 
to accept sums of £100, and 
multiples of £50 up to £2,500, 
for a fixed term of 1 year, 
bearing interest at the rate 


INTEREST PER ANNUM 


=£6.2.5/ 


where Income Tax is paid 
at the standard rate 


on I year fixed TERM SHARES 


Here is a splendid opportun- 
ity of securing a high rate 
of interest for a guaranteed 
term and should particularly 
appeal to those who wish 
to be assured: of a non- 


of 32% per annum, income fluctuating income. Full 
tax paid by the Society. j upon application, 


WESTBOURNE PARK 


BUILDING SOCIETY 


Member of the Building Societies Association. 


Head Office: Westbourne Grove, London, W.2 


Local Offices: Southampton, Southend, Worthing, Ashford (Kent), Newbury 
Newton Abbot, Bournemouth and agencies throughout the country 


Assets £33,330,000 Reserves £2,220,978 




















MODEL ROLAND & STONE 


Members of the New York and American Stock Exchanges. 


INTERNATIONAL 
SECURITIES 


120 Broadway, 


New York 5, N.Y. 370 Rue Saint-Honoré, 


Telephone: Worth 4-5300 Paris. 
Cables: Morodeal 


Telephone: Anjou 9350 
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THE HONGKONG AND SHANGHAIT 


BANKING CORPORATION 





Gratifying Results: Subdivision of Share Capital 





HE Ordinary Yearly General Meeting 

of The Hongkong and Shanghai Bank- 

ing Corporation was held on March 10 
in Hong Kong. 

Mr. Michael W. Turner, C.B.E., the 
Chairman, presided and, in the course of 
his speech, said: 

The profit for the year amounted to 
$42.190,060 which is an increase of 
$14,055,000 over last year. This figure 
includes the dividends declared by Mer- 
cantile Bank Limited and The British Bank 
of the Middle East. 

Your Directors recommend the payment 
of a final dividend of £2 10s. (interim £1 5s.) 
per share which, on the shares outstanding at 
December 31, 1960, amounts to $25,400,596. 

Turning to the Balance Sheet of the 
Bank, the total shows an increase of 
$400,000,000 over the figure for 1959. 
The Reserve Fund has been increased by 
$64,813,357 and now stands at the equiva- 
lent of £15,000,000. 

When we turn to the Assets side of the 
Balance Sheet we find that Cash in Hand, 
Trade Bills Discounted and Investments 
have decreased by $69,000,000, $9,000,000 
and $11,000,000 respectively. Money at 
Call and Short Notice has risen by 
$21,000,000 and British and Other Govern- 
ment Treasury Bills by $71,000,000, while 
Advances have increased by $252,000,000. 

On the whole, all members of our Group 
have had a satisfactory year and it has been 
very gratifying to your Directors that they 
have been able to recommend an increased 
distribution to shareholders. 

For some time past our shares have been 
considerably higher in price than those of 
most banking companies and it has been 
suggested that this results in many small 
investors being discouraged from buying 
them. Although there has been no sign of 
any lack of demand, I think it is very likely 
that a lower-priced share would be more 
widely held. Your Directors therefore de- 
cided that the time had come to divide the 
shares into smaller units and you will be 
asked to approve that the existing shares of 
$125 be subdivided into shares of $25 
each and that the maximum individual 
shareholding should be increased from 
10,000 to 50,000 shares. Provided these 
tesolutions are passed, arrangements have 


xlvii 


been made for dealings in the new shares 
to start on March 20 both in Hong Kong 
and in London. 

The report and accounts were adopted. 

At an Extraordinary General Meeting 
which followed, resolutions were carried to 
subdivide the existing shares of HK $125 
into shares of HK $25 each and to increase 
the maximum individual shareholding from 
10,000 to 50,000 shares. 


Chairman’s Statement 


The following is an extract from the 
Statement by the Chairman: 

The hopes that the year would see an 
improvement in international relations have 
not been realized and there has in fact been 
an intensification of the cold war rather 
than any relaxation. Not only was the 
summit conference abandoned in circum- 
stances too well known to bear repetition, 
but the attitude adopted by the communist 
powers towards the United Nations seems 
to have been designed to disrupt and to 
weaken the authority of that institution. 
In Africa events in the Congo have kindled 
a fire which will not easily be put out, and 
in Asia civil war in Laos has caused appre- 
hension in neighbouring territories. Other 
parts of the world, too, have suffered dis- 
turbances of various kinds and communist 
infiltration has made considerable headway 
in many new directions. It is therefore all 
the more gratifying that in the Common- 
wealth the transfer of power in Nigeria was 
carried out in a dignified and orderly 
manner, while the spontaneous welcome 
which the Queen and the Duke of Edin- 
burgh have recently received in India and 
Pakistan is evidence of the bonds of friend- 
ship between these two countries and the 
United Kingdom. 

In the economic sphere the year has 
shown mixed tendencies. Western Europe 
and Japan have continued to forge ahead, 
but in the United States and in the United 
Kingdom the position has not been quite so 
promising. 

Although there has been some decline in 
the level of prices of the main commodities 
produced in Asia during the year, there has 
been an improvement in the economy of 
many of the countries in which we operate. 











NATIONAL AND GRINDLAYS 
BANK 





Success of Arrangement with Lloyds Bank 





HE Annual General Meeting of 
National and Grindlays Bank Limited 
will be held on April 11 in London. 

The following is an extract from the 
circulated statement by the Chairman, 
Mr. J. K. Michie:— 

The principal event in our record of 
1960 is not reflected in the balance sheet— 
the acquisition by us of the Eastern business 
and branches of Lloyds Bank Ltd. and as 
a part of that bargain the acquisition by 
Lloyds Bank Ltd. of just under 25% of 
our capital. This mutually agreeable ar- 
rangement was ratified by you at an Extra- 
ordinary General Meeting held on Novem- 
ber 15, 1960. As you will see it has added 
19 to our list of branches and as will emerge 
it means an increase of around £50 millions 
in the total of our next balance sheet. 

A great deal of time and thought was 
given to preparation for this merger of 
interests, and your General Manager, Mr. 
Gillespie, and I have just returned from 
tours much of which we did in concert, 
though his was the more comprehensive 
and strenuous. Our visits covered the 
principal branches of the combined Bank 
in India, Pakistan and Aden. In addition, 
Mr. Gillespie visited Ceylon. 


Added Strength Assured 

Our journeys although covering a wider 
field were undertaken with the particular 
object of seeing that in every possible 
respect the merger should get off to a good 
start and that there should be no mis- 
understandings about our future policy in the 
minds of either our constituents or our staff. 

I am glad to report that our impressions 
were without exception favourable. Our 
combined staffs have from the outset shown 
a most admirable team spirit, while our 
constituents appreciate that the merger 
means additional strength to the Bank. 
There is, too, a realization in India and 
Pakistan that banking should be inherently 
as strong as possible and this was reflected 
in expressions of approval of the merger 
made to us by many individuals, including 
members of the banking fraternity. 


Growth of Advances 
The total of our consolidated balance 
sheet at December 31, 1960, was 


£181,551,921—an increase of £18,516,333 


over the previous 


year. The growing 
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demand for finance in the territories jp 
which we operate has resulted in an jp. 
crease in advances of just under {£19 
million. Current, Deposit and other ae. 
counts are over £18 million higher, but this 
pressure of demand for seasonal finance has 
had the effect of reducing our liquidity ratio, 

At £479,276 our net profit was £74,568 
higher, reflecting the overall more favour. 
able conditions for banking which obtained 
in our territories in 1960 in comparison 
with the previous year—which in tum 
showed an improvement over 1958. 

Subject to mecessary reservations ip 
‘respect of East and Central Africa and 
Burma this better climate for banking 
generally seems likely to continue, and as 
a consequence of this view we have increased 
our second interim dividend for 1960 from 
64% to 7%, making the total distribution 
for the year 13}%. Further, this action 
would not have been taken unless we had 
felt justified in promising to consolidate 
this rate of dividend—you can therefore 
expect, subject to no unpredictable con- 
tingency, to receive 14% on the increased 
capital for the current year. 


Confidence in the Future 


While it is apparent that all is by no 
means plain sailing, it is also true to say 
that your Board and Management do not 
take a pessimistic view of our future, other- 
wise we should neither have increased our 
dividend nor have increased the number of 
our branches and sub-branches from 94 to 
the present total of 141 in a period of just 
over a year. We continue to believe that 
whatever the political future, sound banking 
is a necessity to economic life, and it is that 
which we aim to provide. Indeed, I agree 
with those who argue that sound economics 
backed by a stable banking system is 4 
necessary background to any country and 
any Government and should have a high 
priority. 

We incline to claim that we are a special 
repository of wisdom on_ international 
affairs and that others have always been 
glad to have our counsel, but I feel that 
would be a more valid argument were we 
to prove ourselves more successful and 
more able to help them financially. There 
is much in the Russian claim that the cold 
war is now becoming an economic one, 
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THE CHARTERED BANK 





A Year of Steady Progress 





Record Balance Sheet Total 





Mr. V. A. Grantham’s Review 





HE One Hundred and Seventh Annual 

General Meeting of The Chartered 

Bank was held on March 29 at 
38 Bishopsgate, London, E.C.2. 

The following is an extract from the 
Statement by the Chairman, Mr. V. A. 
Grantham, which has been circulated with 
the report and accounts for the year 1960: 


The Bank’s Balance Sheet 
During the accounting period to which 
this statement relates the Bank has con- 
tinued to make steady progress and our 
subsidiary, The Eastern Bank Limited, has 
contributed to the favourable results which 
have been achieved by the group. ‘The 
record figure of £270,390,101 set up in 
last year’s balance sheet total has soon 
been outstripped, for the accounts now 
placed before you reflect the further expan- 
sion of the Bank’s business by an increase 
of £45,813,097, producing a new record 
total of £316,203,198. 
The Consolidated Balance Sheet total 
of {362,759,636 shows an increase of 
£45,737,927 over that of last year. 


Consolidated Profit and Loss Account 

We have adopted the practice of the 
leading banks in the City of London by 
making all allocations to Premises Account, 
Pensions and other Staff Funds, before 
arriving at our published profits and last 
year's figure has been adjusted accord- 
ingly. 

In the current year our profit of £761,916 
is arrived at after deducting £155,000 
(1959—£145,000) on account of Pension 
Fund and Widows’ and Orphans’ Fund 
and £250,000 (1959—£250,000) on account 
of Bank Premises so that in. comparison 
with 1959 the profit shown has been in- 
creased by £142,220. 

In September last we paid an interim 
dividend of 8 per cent. less income tax, 
absorbing £245,000, and it is now proposed 
that out of the balance available a final 
dividend of 74 per cent., less income tax, 
on a capital which has been increased 
during the year to £5,500,000 be now paid 
at a net cost of £252,656. 

We have transferred £250,000 to Reserve 
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Funds, bringing the total of those Funds 
up to £5,750,000, and there remains to be 
carried forward a balance of profit of 
£506,254, an increase of £14,260 over that 


for last year. 


Oversea Survey 

During 1960 international trade con- 
tinued on a substantial scale. A rising 
standard of living tn the world, an ever- 
increasing population and increased in- 
dustrial development everywhere, would 
appear to point to continued trade expan- 
sion, but certain signs are appearing which 
indicate a possible halt in this trend and 
perhaps the most important immediate 
factor is the likelihood that business turn- 
over in the United States may not increase 
as quickly as anticipated. Unless conditions 
in the American market improve in the 
coming year and stimulate demand for 
industrial raw materials, the export earnings 
of the primary producing Asian countries, 
in which the Chartered Bank group is 
established, must be adversely affected. 
Another deterrent to the growth of inter- 
national trade is the chronic shortage of 
foreign exchange in many countries, par- 
ticularly in the East, which, with a desire 
to protect new manufacturing industries, 
has led to the imposition of far-reaching 
import restrictions. Often these restrictive 
measures are imposed by force of circum- 
stances but one cannot view with equanimity 
efforts to protect local manufacturing units 
which have little hope of ever becoming 
economic propositions able to compete on 
equal terms in international markets. In 
fact, for some years it has seemed likely 
that the emphasis placed on industrializa- 
tion by the younger countries in particular, 
and often at the expense of agriculture on 
which their economies depend, designed 
primarily to have the effect of reducing 
imports, may in these coming days of 
balanced trade, make it increasingly difficult 
for them to find buyers for their own export 
products. 

It is within this involved situation that 
our Government, like that of the United 
States and many other highly industrialized 
countries, is now launching an export drive 














but we fiad that the growing awareness in 
this country of the necessity to export is 
not, so far, being translated into efforts to 
find new markets. It is a common com- 
plaint by officials and businessmen in a 
number of Eastern countries that the 
United Kingdom shows little interest in 
their markets, which they point out is in 
marked contrast to the attitude of the 
Germans, the Japanese and others. There 
is undoubtedly some truth in what is said 
for it often seems that either our good and 
usual exporters have already sufficient 
buyers for their products, and cannot devote 
the time to smaller and less known markets, 








or there is an instinctive feeling that ty 
much risk is involved. Sometimes there ix 
risk, but usually, with competitive pricg 
and a willing buyer, means can be found tp 
arrange shipments on a satisfactory basis 
and by its advice on this, and with the 
knowledge of markets gained from op. 
hundred and ninety branches in twenty-six 
countries, it is felt that the Chartered Bank 
group should be able to do much to aig 
materially the efforts of our exporters. 





Copies of the full text of the statement wil] 
be sent on application to the Secretary of the 
Bank at 38 Bishopsgate, London, E.C.2. 
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INVESTMENT MANAGEMENT 


Investment Intelligence Ltd. manages private and institutional investment 
portfolios, for clients both in the United-Kingdom and abroad. 


Backed by an expert internal research organisation, and a network of contacts 
in the principal financial centres, the INTEL service provides continuous, day- 
to-day portfolio management, covering both the selection of individual stocks 
and all decisions on the vital question of market timing. 


Investment Intelligence Ltd., 
2 Great Winchester Street, London, E.C.2. 


Telephone: Avenue 1488 
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Finance Property 


Cranleigh Group 


LIMITED 





Cranleigh House, 


109, Princess St., Manchester, |. 


Telephone: CENtral 9661 (10 lines) 
Telex: 66-280 





London office at 
CRANLEIGH HOUSE, 
3, ST. MICHAEL’S ALLEY,E.C.3. 


Insurance Hire Purchase 
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SHAKESPEARE LEFT ANN HATHAWAY 
HIS SECOND-BEST BED... 


. . . A bequest which some commentators have mistaken 
for a testatory gesture of calculated irony, but which the 
Encyclopaedia Brittanica deems ‘“‘quite natural”. After 
all, says Brittanica, ‘“The best bed was an important 
chattel which would go with the house’’, and the house 
went to Shakespeare’s daughter. 

In this Second Elizabethan age, not all parents are so 
thoughtful of their children’s welfare—even in life. 
Unwanted, often cruelly treated, their children are left to 
the care of kind hearts and the N.S.P.c.c. Please remember 
this when advising on wills and bequests. Remember 
then what even a second-best bed could mean to a child 
who has no bed at all. 


N-S°-P-C-C 
VICTORY HOUSE, LEICESTER SQUARE, LONDON, WC? 
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Statue or Hospital ? 
BOTH COMMEMORATE, ONLY ONE SERVES 


? 

? 

? 

: 

j 

. 1961 calls for special thought of Miss 
' Nightingale and her Hospital. Here, 
» as Lady Superintendent, she proved 9 
herself and her genius. 

Send in gratitude a Gift to the Appeal Secretary, 

> FLORENCE NIGHTINGALE 

) HOSPITAL ) 
> 

? 


19 Lisson Grove, N.W.1. ) 
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thet ARAB BANK LIMITED 
7© Prices 
found ty 
Ty basis HE Annual General Meeting of the 1960, and thus the fully paid-up Capital of 
With the Arab Bank Limited was held in_ the Arab Bank rose to JD. 5,500,000. 
OM one Amman on. March 24, 1961. The On December 31, 1960, the Reserve 
venty-six following are extracts from the Report of Fund totalled JD.3,200,000 as against 
‘ed Bank the Directors for the year ended Decem- JD. 1,300,000 the previous year, an increase 
h to aid § ber 31, 1960:— of JD. 1,900,000. 
ers. Deposits and other accounts at the close 
O50 ID. 4.3543 56, gp Bac agen of 1960 stood at JD. 62,507,695, compared 
in pared wit 
nent will JD. 3,438,976 in 1959, an increase of with JD. 59,389,037 at the end of 1959. 
ry of the JD. 915, 380, or 26 per cent on the previous Cash in hand and at the Banks amounted 
C.2. year. The net profit for the year amounted ‘ JD. 32,683,851 and exceeded the pre- 
to JD. 707,216. bien grad S oa ri gy Engrs In 
neuen relation to our Deposits this represents a 
Total aged 157 Le ggg 31, Pac liquidity ratio of about 52 per coad which 
stood at J 62 , h nen, ae COME we was maintained throughout the year under 
JD. 94,117,621 the previous year. review; it reflects the strong position of 
In accordance with the resolution of the your Bank and its readiness to face all 
Extraordinary General Meeting held on possible eventualities, as has been its policy 
April 8, 1960, 125,000 ordinary shares were since its foundation. Notwithstanding this 
offered for sale at J D. 20 (=£20) per share, very high ratio of liquidity, the Bank con- 
JD. 10 to be allocated to the Paid-up Capital tinued to increase the facilities extended to 
and JD. 10 apportioned and transferred to industrial and development projects and to 
the Reserve Fund. agriculture and commerce in all Arab 
It is gratifying to report that within ten countries in which it operates, totalling 
days from the announcement of the new’ more than JD. 100 million. The Bank has 
issue 175,000 shares were subscribed for. also made a considerable contribution to 
This increase was approved by the Extra- the development of trade within the Arab 
nonin ordinary General Meeting held on June 17, world and with countries abroad. 















































ARAB BANK LIMITED 
. BALANCE SHEET AS AT 31st DECEMBER, 1960 
saaeill (To the nearest JD. (Jordan Dinar)) 
ree ASSETS 1960 1959 
vhich the JD JD 
socal Cash in Hand and at Banks 32,683,851 28,901,402 
he house Securities .. 1,807,743 146,694 
Bills Discounted . 7,994,662 7,138,074 
Loans to Customers ‘ 30,767,727 27. 964. 584 
. site Customers’ Liability on Guarantees and Credits ( per contra) 27,982,480 26, 270, 019 
fy Fe Bank Premises (less depreciation) 1,212,873 1 064, 077 
“ rte Furniture and an (less depreciation) 313,689 "29 1,161 
7 Other Assets , 394,344 1,341, 610 
>member 
> a child Total Assets 103,157,369 94,117,621 
LIABILITIES 1960 1959 
JD. JD. 
nN. WO? Deposits and Other Accounts 62,507,695 59,389,037 
ile Bills Payable Ag 568,843 627, 113 
Ontrulorty Guarantees and Credits ( per contra) 27,982,480 26, 270, 019 
Other Liabilities and Provisions 1,058,542 "786,984 
9 Total 92,117,560 87,073,153 
a 
Authorised and Fully Paid Capital: 
ES 37,500 Founders’ Shares (JD. 10 each) .. 375,000 300,000 
; 512, 500 " araoaa Shares GD. 10 “— 5,125,000 2,700,000 
1S$ Reserve Fund. 3, 200, 000 1,300,000 
Special Reserve 1, 500, 000 2,100,000 
te § Undivided Profits 132,593 62,288 
e 
Total 10,332,593 6,462,288 
e Net Profit (after providing for Reserves) 707,216 582,180 
j Total Liabilities. . 103,157,369 94,117,621 
Abdul Hameed Shoman Abdul Majeed Shoman 
Chairman, Board of Directors Member, Board of Directors 
) JD. = £1 sterling 
Note.— In 1959 the number of the ordinary shares was 337,500, of JD. 8 each. 
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Another successful year for 


THE 
HALIFAX 


During the year ended 31st January 1961, the 
confidence of savers and investors in the Halifax has 
been further emphasised by the following figures:- 


OVER £112,250,000 


received from investors; the net inflow 
for the period was £32,867,815 


OVER £102,500,000 


advanced on mortgage 


OVER £49,900,000 


added to the Assets, bringing the total 
to a record £490,544,220 


OVER £74,500,000 


now in Liquid Funds represented by 
Trustee Securities and Balances at 
Bankers 


OVER £17,200,000 


reserves 


And there are now 158 Branches and 699 Agencies 
of the Halifax to bring personal and efficient service within 
the reach of everyone 


HALIFAX BUILDING SOCIETY 


HEAD OFFICE - HALIFAX - YORKSHIRE 


London: 51 Strand W.C.2 
62 Moorgate E.C.2. 136 Kensington High St. W.8 
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